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Retailing, Paul H. Nystrom, Columbia University 
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EDITORIAL PREFACE 


LL OF THE articles published in this supplement of THE JOURNAL 
A OF MARKETING are papers presented at the midwinter meetings 
held in New York during the Christmas holidays. Unfortunately, it has 
not been possible to obtain copies of all the papers given, since a good 
many of the speakers who spoke informally or from notes have not been 
able to prepare formal summaries of their remarks for publication. This 
is particularly true of those who carried on the discussions of papers at 
the various meetings. 

The program for the various sessions here reported was arranged 
under the general direction of Wroe Alderson of the Curtis Publishing 
Co. To him and to the chairman of the various individual meetings is 
due the sincere thanks of the Association. 

The editors of THE JOURNAL OF MARKETING also wish to express 
their indebtedness to Professor John H. Frederick, of The University 
of Texas, who edited the various papers and put them into final form 
for publication. 














SIGNIFICANT CURRENT TRENDS 
IN MARKETING 


Epitor’s Notre: The Committee on Significant 
Current Trends in Marketing was appointed by 
President Howard Hovde to survey the major por- 
tions of the marketing field from a broad point of 
view and to answer the general question, “Whither 
Marketing?” This was a continuation of the practice 
started in 1940. 


ADVERTISING TRENDS 
DURING 1941 


L. D. H. Wetp 
McCann-Erickson, Inc. 


HE YEAR 1941 has been a fairly hectic 
, in advertising. The European War, 
the defense program, and now our entrance 
into the war, have made for uncertainty and 
for unpredictable developments. 

On the whole, advertising has held up 
fairly well. According to my indexes pub- 
lished in Printers Ink, through October it 
had been running a little over 4 per cent 
above the previous year. But this does not 
tell the whole story. It has declined for 
some durable goods, especially automobiles, 
and will probably decline more in the 
future. It has been kept up, or increased, 
on goods where there have been no short- 
ages or government curtailments, such as 
foods, cigarettes, cosmetics, drugs, and 
clothing. 

As for the principal advertising media, 
magazines have been showing an increase 
over 1940, but this increase is due princi- 
pally to the greater use of weekly maga- 
zines. The general monthlies have been 
declining but the women’s service maga- 
zines have been showing moderate in- 
creases. In October, the latest month for 
which my index is available at the time 
this is written, general monthlies were 7.9 
per cent below October 1940, and women’s 
service magazines were 6.2 per cent above. 
_ Newspaper advertising has shown slight 
increases over 1940. In Ooctober the index 


_ 


was up 4.2 per cent over October 1940. 
Farm papers have just about held their 
own, while outdoor advertising has ad- 
vanced well during the year to date. 

Advertising has not kept up with other 
elements in our economic progress. It has 
lagged seriously behind such things as de- 
partment store sales, national income, and 
factory payrolls since the beginning of the 
defense program. 

In fact, this lag has been taking place to a 
certain extent ever since the bottom of the 
depression in 1933, and has become a mat- 
ter of serious concern to advertising men. 
The per capita advertising expenditure was 
around $19.26 in 1929; it will amount to 
only about $13.00 in 1941. 

The total advertising expenditure in 
1941 will amount to something over 
$1,700,000,000. This is only about 2 per 
cent of national income. Ten years ago it 
was nearer three per cent. And advertising 
expenditure this year will amount to only 
about one per cent of the total retail value 
of all goods and services, in the sale of 
which advertising is used. 

During the past year advertising men 
have become concerned about the attitude 
of the government toward advertising. In 
the first place, there has been serious con- 
sideration of federal taxes on advertising. 
The House version of the recent revenue 
bill actually provided for taxes on outdoor 
advertising and radio. These were elimi- 
nated in the final bill. 

There has also been much concern about 
the views and actions of Thurman Arnold, 
Assistant Attorney General in charge of 
antitrust cases. He has expressed the opin- 
ion that advertising is a “modern refine- 
ment of the methods of the circus barker” 
and that it is used to build up preference 
for products of one producer or manufac- 
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turer solely because he has the most ad- 
vertising money and “can make the most 
noise.” He has also said that there is no 
difference in motor fuels and that competi- 
tion has been a race to see which company 
could put out the “most expensive hokum.” 

Finally, in July of this year Mr. Arnold 
addressed a list of 8 questions to leading oil 
companies asking for the greatest detail 
about their advertising expenditures and 
for a statement outlining the necessity and 
desirability of advertising. It was the duty 
of the author of this review to answer Mr. 
Arnold’s question about the desirability of 
advertising. This answer was made public 
and has been widely quoted. 

The attitude of the government was 
considered so serious that a special joint 
meeting of the American Association of 
Advertising Agencies and the Association 
of National Advertisers was held at Hot 
Springs, Virginia, in November to consider 
this matter. Some broad program of educa- 
tion of the public may result from this 
meeting. 

It is extremely difficult to make forecasts 
about the future of advertising at this time. 
The fact that we are now at war may have 
an adverse influence. On the other hand, 
advertising in 1942 is likely to be fairly 
well maintained and may approximate in 
volume what it has been in 1941. 


SIGNIFICANT CURRENT TRENDS 
IN RETAILING 


Paut H. Nystrom 
Columbia University 


N THE YEAR just past the retail trade has 
enjoyed a considerable increase in sales. 

In dollar volume these sales may even 
closely approximate the high levels of 1928 
and 1929, but since prices are lower than 
they were back in 1929, it is clear that the 
total tonnage of goods distributed through 
retail stores is considerably higher than in 


any previous year in the history of the 
country. 

There have been no marked or radical 
changes in the ratios of total retail sales 
done by the various types of retail institu- 
tions. Practically all types of retail institu- 
tions, with the possible exception of house 
to house selling, have enjoyed notable in- 
creases. Supermarkets and combination food 
stores are continuing their gains in propor- 
tions of the total food trade. The large 
combination mail-order and chain store 
companies are also continuing to show re- 
markable gains. Chain stores have shown 
little or no gain in numbers of units, but 
the average sale per unit has gone up so 
that total chain store sales are about in the 
same ratio of gain as the increases in total 
retail sales. Independently owned retail 
stores have made a very favorable showing 
during the past year. 

The increases in the national income due 
to the development of the defense and war 
industries and lease and lend programs 
would normally forecast large increases in 
retail sales for 1942. Other factors will, 
however, prevent this trend. Taxes will 
take a larger proportion of the national in- 
come than before. Despite the efforts at 
price control it seems inevitable that prices 
will go higher thus limiting the volume of 
goods sold. Retail sales are also certain to 
be restricted because of the scarcity or com- 
plete lack of certain goods. Heavy hard- 
ware, electrical appliances, automobiles, 
radios, heating equipment and building ma- 
terials will all be limited. Drastic restric- 
tions have been placed upon the sale of 
automobile tires and other rubber goods. 
Other restrictions of a similar nature may 
be expected. A substantial portion of the 
national income will undoubtedly be ab- 
sorbed by the Government in the form of 
savings in the sale of Victory bonds and 
defense stamps. Considering these and 
other deductions likely to be made from the 
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national income, it seems unlikely that the 
total retail trade for 1942 will be as large 
as in 1941. 

There has been a great deal of activity 
during recent years in the rebuilding and 
modernization of stores. The War restric- 
tions upon building materials and other 
equipment are certain to limit the amount 
of such modernization in 1942. It is un- 
likely that there may be any extensive 
building operations for some time to come. 

Happily the needs of the population can, 
according to present appearances, be ade- 
quately cared for in such lines as food and 
clothing. Certainly there will be some 
shortages, particularly in imported goods. 
Now that John L. Lewis and the United 
Mine Workers have forced the union shop 
on the entire coal mining industry, we may 
perhaps hope that the country will be per- 
mitted necessary fuel supplies, at least for 
the present. 

Price controls on producers are already 
on the way. Retailers throughout the coun- 
try up to the present time have exercised a 
high degree of voluntary control not only 
over their own prices, but also over the 
prices quoted to them by manufacturers and 
wholesalers. It remains to be seen whether 
Government price controls will be neces- 
sary in the retail trades. 

In the winning of this War the retailers 
of the country are likely to play a more 
important part than in any previous time 
in history. Their co-operation in the elimi- 
nation of wastes and in the simplification 
of lines of consumers’ goods is likely to be 
especially helpful. The retail stores have 
made a splendid beginning as never before 
in the sale of Government bonds and 
stamps to the consuming public. This form 
of distribution of Government obligations 
is certain to be extended on a big scale. 
Retailers can be and are now of great help 
in assisting manufacturers in the develop- 
ment of substitutes for goods that are no 


longer available and in inducing the public 
to use them. 

Retailing will also play an important part 
in the creation and maintenance of Civilian 
morale through the use of advertising, sales 
promotion, window and store display. We 
learned the value of advertising and display 
for this purpose in the first World War. 
We are likely to learn much more of its 
need as well as its use in the present War. 


SIGNIFICANT CURRENT TRENDS 
IN WHOLESALING 


‘THEODORE N. BECKMAN 
The Ohio State University 


W HOLESALING today is as vital as ever. 

But the relentless struggle for the 
right to perform the wholesaling task con- 
tinued unabated throughout 1941. In fact, 
it may be said that during the year just 
past ominous clouds have been gathering on 
the wholesaling horizon, seriously threaten- 
ing the long-held, time-honored position of 
the wholesaler. 

During 1941 the attack on the whole- 
saler, who still accounts for about 43 per 
cent of total volume of wholesale trade as 
reported by the Census, was made not by 
the forces of competition as heretofore but 
by certain agencies of the Federal govern- 
ment. This attack took place on three 
fronts. First, in an Order to Cease and 
Desist issued by the Federal Trade Com- 
mission on November 24 (Docket No. 
3751), the Wholesale Dry Goods Institute, 
Inc., was ordered to cease certain practices 
which were taken for the protection and 
preservation of the dry goods wholesaler’s 
deserved economic position. A literal inter- 
pretation of this order would even prohibit 
wholesalers, and for that matter any trade 
association, from conducting purely in- 
formational and educational programs if 
such programs tend to result in stabiliza- 
tion of the trade affected. This, to say the 
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least, is a novel interpretation of the Com- 
mission’s power under existing law. 

Second, the U. S. Department of Justice 
has continued with its policy of attempting 
to impose upon business its own philosophy 
and ideology, which in the field of distribu- 
tion seems to call for the elimination of the 
wholesaler and small retailer. Their prefer- 
ence, judging by their acts to date, seems 
to be in favor of co-operatives and of giant, 
mass distributors, perhaps because the lat- 
ter can ultimately be better controlled by 
government agencies under some planned 
or semi-planned economy. This has been 
demonstrated by its attack during the sum- 
mer of 1941 on the auction method of 
marketing leaf tobacco (U. S. of America 
v. The American Tobacco Company, et 
al.), and by the indictment of the plumb- 
ing industry (U.S. of America v. The Cen- 
tral Supply Association, et al.) in which 
both the wholesaler and the master 
plumber are attacked as wholesaling and 
retailing institutions, respectively. 

Third, the policies and actions under the 
defense or war program, especially with 
regard to priorities and placement of or- 
ders, have in the past been inimical to the 
interests of small business enterprises. In 
fact, some of the officials have apparently 
stopped paying even lip service to the 
smal] business men and have abandoned all 
hope for him. That is why the following 
statement recently appeared in Business 
Week. “Observers in Washington are won- 
dering when Odlum will quit” (November 
22, 1941). The wholesaler’s existence is 
intimately tied up with the survival of 
small business enterprises, both on the 
manufacturing end and on the retailing 
phase of our economic system. 

There are, however, two favorable fac- 
tors on the legislative and judicial fronts. 
One of them is the continued interest of 
Senator Murray’s Special Committee to 
Study Problems of American Small Busi- 


ness and its attempt to secure the co-opera- 
tion of the officials in charge of war produc- 
tion and price problems. The other is a 
Federal Court decision handed down on 
December 31, 1941, in Philadelphia (Flem- 
ing v. The American Stores Company) 
declaring that employees in chain store 
warehouses are non-retail employees and 
are therefore subject to the Wage and 
Hour Law. 

Since most goods handled by wholesalers 
are staples of the convenience and shopping 
types, these institutions have not as yet 
been seriously affected by the war program 
and their volume of business has been 
satisfactory. Manufacturers have tended to 
reduce their selling cost by distributing 
more through wholesalers. But buying 
problems tend to multiply and there has 
been some tendency to search for new and 
local sources of supply. Wholesalers have 
also engaged in more research in 1941 and 
in educational work, including training pro- 
grams for retail salespeople. Rising costs 
of doing business have been given special 
attention. 

During 1942 a premium will be placed 
on buying, and the need for new sources 
of supply will be accentuated. More em- 
phasis will also be placed on research and 
especially on education, with the dual pur- 
pose of enhancing efficiency in the face of 
mounting costs of doing business and in- 
forming the public with regard to the 
wholesaler’s economic functions. Manufac- 
turers’ sales branches, many of which deal 
in specialty goods made in part of strategic 
or critical materials, will face higher costs, 
smaller volume, and possible curtailment in 
number, some of it to the benefit of whole- 
salers. All wholesaling organizations will, 
no doubt, be introduced to some kind of a 
system of price control, with many attend- 
ing problems. Finally, from the viewpoint 
of the government’s attitude toward the 
wholesaler, 1942 may prove to be a year of 
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importance. Much depends upon the in- 
telligent action taken to combat the crass 
ignorance now generally current about the 
place and functions of wholesaling in gen- 
eral and the wholesaler in particular. 


CONSUMER TRENDS IN 1941 


KENNETH DAMERON 
The Ohio State University 


HE YEAR 1941 has been marked by a 

widening interest of consumers in their 
economic role as consumers. What in 1940 
and preceding years was described as ob- 
jectives of the “Consumer Movement” be- 
came an integral part of the thought and 
action of most consumers in 1941. AI- 
though consumer activities have received 
impetus from defense programs none of 
them were initiated solely because of de- 
fense. 

Consumer Education. Heading the list is 
the growth of consumer education at all 
levels. Now a permanent part of our educa- 
tional program is training in choice making, 
in market selection, use and care of products 
and emphasis upon the relation of the con- 
sumer to the economic order. The trend is 
toward consumer education units in many 
courses rather than the development of 
separate courses in consumer education. 
Channels of adult consumer education in- 
clude womens’ clubs, local consumer 
groups, church groups, co-operatives, local 
community consumer centers, and defense- 
inspired local consumer councils. 

There is emphasis on the conservation 
and reduction of waste in consumption. 
Consumers are being educated to select 
essential goods, to have more concern for 
the use and care of products and the salvage 
of waste or used materials. They are be- 
ing educated in the importance of national 
resources, national defense, and nutrition. 
Consumer education efforts to check the 
uneconomic use of the returned-goods 


privilege, cutting down on deliveries, and 
toward consumers performing some of the 
distribution services tend to lower distribu- 
tion costs. 

Information. Consumers are insisting up- 
on facts to guide them in buying and in the 
use and care of products. More information 
in advertising copy, better-informed sales- 
people, informative labels, grade labels, 
and other consumer-buyer guides are ad- 
vocated. 

This introduces the problem of stand- 
ards for consumers goods, The demand for 
standards has become impressive with the 
scarcity of goods. Momentarily, simplifica- 
tion is making more headway, but con- 
sumer leaders are not minimizing their de- 
mand for quality standards. 

Consumer-Business Relations. There was 
a more realistic and less reformist attitude 
toward business on the part of consumers. 
They are willing to co-operate with business 
groups which have an objective and con- 
structive program; as, for example, the 
Committee on Consumer Relations in Ad- 
vertising and the National Consumer- 
Retailer Council. 

Ina sense, consumers are participating in 
management. The willingness of business 
to co-operate with them on an equal basis 
has been a factor in this development. The 
establishment of local consumer-retailer 
councils, the setting-up of “listener-control” 
boards and the efforts of the national ad- 
vertisers in inviting consumers’ participa- 
tion in matters affecting consumers il- 
lustrate this trend. 

Consumer Protection. Well-directed and 
organized effort has marked consumer ac- 
tions on legislative measures affecting them. 
They are interested not only in the enact- 
ment of consumer protection legislation, but 
in securing some voice in the administra- 
tion of such measures. Much of this effort is 
a part of a growing demand for a Federal 
Department of the Consumer with, per- 
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haps, cabinet office status. Not all protec- 
tion activities point towards legislation. 

Co-operative Action. Consumer co-opera- 
tive action has taken the form of organiz- 
ing to accomplish specific objectives such as 
meeting some local price situation or spon- 
soring some consumer protection measure. 
There has been no rapid growth of con- 
sumer co-operatives, although there was 
marked interest in them. Those which have 
developed seem to be taking a form analog- 
ous to a retail-sponsored voluntary chain. 

Consumer Income. There is already evi- 
dence of the shift in consumer income by 
income groups with consequent qualitative 
shifts in buying. The net spendable incomes 
of the higher and middle-income groups 
are reduced by heavier taxes. The lower 
income groups are less affected by taxation 
and are receiving a larger share of gross 
dollar income. Many marginal consumers 
have been brought into the active-spending 
picture. 

1942. “Being a good consumer is next to 
being a good American” will be the 1942 
theme. The coming year will be marked 
by a continued growth of consumer educa- 
tion which will naturally redirect itself to 
meeting the needs of a war economy. It 
seems obvious that the consumption pattern 
will change in accordance with the needs 
of the times and as a result of earlier con- 
sumer movement activities. Attacks on ad- 
vertising and distribution possibly will 
grow out of the disparity between demand 
and supply. There will be a continued 
realization of the fact that the consumer 
movement is something more than a protest 
against certain merchandising and market- 
ing practices. Interest in informative sell- 
ing, consumer goods standards, grading and 
labeling will be intensified. 

Standardization of consumers’ goods 
“for the duration” may be carried further 
by development of “Victory” models for 
various scarce goods in addition to bicycles. 





TRENDS IN INDUSTRIAL 
MARKETING 


Donatp R. G. Cowan 
Republic Steel Corporation 


HE ARMAMENT program of the United 

States has fallen most heavily upon the 
manufacturers of industrial goods. They 
normally sell their products directly or 
through middlemen to other manufacturers 
for use either in fabricating finished 
products or as equipment and material to 
be consumed more or less rapidly in the 
fabrication process. To the unprecedented 
quantities of these goods insistently re- 
quired for armament purposes have been 
added a huge merchant shipbuilding pro- 
gram, an enormous building program for 
industrial purposes and the demands of 
manufacturers of consumers’ goods whose 
production and need for factory equipment 
and materials has been stimulated by the 
spending of armament-workers incomes. 
Output of most industrial goods has there- 
fore been expanded to the limits of plant 
capacities, new factories have been and are 
being completed, huge back-logs of orders 
have been accumulated and a sellers’ mar- 
ket created. The ultimate effects of this 


situation upon the marketing of industrial ° 


goods are still obscure, but certain factors 
have already appeared which may change 
the marketing of these products tempo- 
rarily or permanently depending upon the 
war’s duration and outcome. These factors 
may be discussed briefly. 

1. The United States government 
through its various divisions and affliated 
agencies (including the British Purchasing 
Commission) has become the chief source 
of demand for industrial products. It buys 
them for its own account, and through 
priorities and allocations, it determines 
what manufacturers may buy them for 
further fabrication of armaments to fill 
government orders. Of necessity the agen- 
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cies for marketing industrial goods to non- 
armament manufacturers must shrink 
through lack of sustaining volume. 

2. Competition has nearly disappeared. 
The government regulation and pegging 
of prices has eliminated bargaining between 
buyers and sellers, and the shortage of sup- 
plies is tending to break-down the old 
supplier-customer relationships for the sake 
of maintaining as high output as possible in 
every essential industry. 

3. Sales and advertising effort show 
mixed tendencies. Sales effort for industrial 
goods has been reduced in quantity and 
changed in character. Sales staffs have been 
depleted by various factors, and the re- 
maining salesmen contact customers to im- 
prove details of service, impart knowledge 
of products and maintain good will. There 
has been an increase in institutional adver- 

tising for good will purposes, but product 
advertising remains important because of 
its educational features. 

4. The jobber, whose activity ordinarily 
is relatively more important in periods of 
hand-to-mouth buying, has had unusual de- 
mands placed upon him to supply emerg- 
ency requirements in order to avoid factory 


shutdowns among his customers. 


5. Reduction of the number of types and 
sizes of industrial products actively 
marketed is continuing to take place under 
the new impetus of the armament program. 
For example, the number of special steels 
has been reduced from five thousand to less 
than two hundred by agreement of the in- 
dustry. While steels of unusual composition 
may be ordered, they are very difficult to 
obtain. This policy simplifies specifications, 
reduces the amount of descriptions in mar- 
keting, expedites the filling of orders, and 
in other ways reduces the higher produc- 
tion and marketing expenses connected with 
special small-volume products. As in the 
post World War I period, this tendency 
may be of lasting benefit. 


6. Market research is being undertaken 
and expanded by forward-looking pro- 
ducers of industrial products. These firms 
fear severe dislocation of business in the 
post-war period and are undertaking re- 
search in product development, selling ex- 
penses, selling methods, sales personnel, 
channels of distribution, and simplification 
of their marketing organizations. This 
change in attitude towards the future is 
perhaps the most significant trend in in- 
dustrial marketing because it is likely to 
be followed by marketing changes of long 
range importance. 


SOME CURRENT DEVELOPMENTS 
IN AGRICULTURAL MARKETING 


H. E. ErpMAN 


University of Californa 


NE OF THE important developments in 

marketing continues to be the frozen 
food industry. The distribution of frozen 
foods is still largely in the experimental 
process. One of the interesting sidelights in 
this development in a number of cities is 
the expansion of house-to-house or store- 
to-store delivery from refrigerated trucks. 
Two other phases of the frozen food in- 
dustry that deserve mention are food lock- 
ers and evisceration of poultry. The num- 
ber of frozen food locker plants has been 
estimated at close to 4,000 by September, 
1941." 

Rapid growth is being made in the sales 
of eviscerated poultry, mainly by houses 
which freeze it, but apparently also in the 
fresh sales, Eviscerated poultry is said to 
be winning favor in the army camps. In- 
stitutional trade is also responding favor- 
ably to the new product which greatly 
simplifies kitchen labor problems. Many 
poultry packing plants are being equipped 

* Locker Operator, September 1941, p. 13. This 


publication claims to get information largely 
through commercial firms installing the equipment. 
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to freeze poultry immediately after slaugh- 
ter and evisceration. An interesting devel- 
opment is that eviscerated frozen poultry is 
being supplied to our island bases. 

For a number of years some of the lead- 
ing food chains have sought to improve the 
marketing of meat from two different 
angles. On the one hand, they have experi- 
mented with aging processes to give them 
a more uniform and better product, and, 
on the other hand, have developed central 
cutting and distributing plants. The leading 
chain in the San Francisco Bay area (Safe- 
way) has completed such a modern aging 
and distributing plant in this area late in 
1941 and not long before had rebuilt and 
greatly enlarged its Los Angeles plant. 
The same company is operating such a 
plant in the Washington, D.C., system 
(formerly Sanitary Grocery). 

Agitation has continued over the con- 
fusion resulting from antiquated and in- 
adequate produce markets in many of our 
metropolitan areas. Since the building of 
new markets has been effectively stopped 
for the duration of the emergency, it would 
seem that the stage is set for some over- 
all reconstruction of our markets when the 
emergency is over and public works projects 
are the order of the day. 

The shortage of grain bags during the 
past year has been a factor stimulating the 
installation of modern bulk handling facili- 
ties by numerous Pacific Coast grain han- 
dlers. Bag handling has persisted as the 
dominant method of handling in spite of 
two generations of agitation for a change 
to the bulk handling method. 

Packaging to give “eye appeal” has con- 
tinued to develop. Higher costs are partly 
offset by increased service—for example, 
cellophane packages of spinach, thoroughly 
cleaned and ready for the kettle, are prov- 
ing good sellers. Mothers, if not the young- 
sters, like it. 

The use of attractive glass containers for 


fruits and vegetables has been stimulated 
by the threatened tin shortage. Glass con- 
tainer companies, profiting by the threat- 
ened shortage of tin, have developed styles 
of glass jars which can be handled by 
present-day canning and labeling equip- 
ment with relatively minor changes. 


SIGNIFICANT CURRENT TRENDS 
IN SALES MANAGEMENT 


Harry R. Tospar 


Harvard University Graduate School of 
Business Administration 


AR AND defense have continued to 

dominate sales management during 
1941 as they did in the latter half of 1940. 
And war and defense will shape sales man- 
agement during 1942 and for the period 
of the war emergency. If, as predicted, 
50% of our productive energies must be 
devoted to defense, then all industries will 
be basically affected and all management. 
The nature and extent of the changes and 
dislocations in sales management will, of 
course, vary widely with the type of busi- 
ness, the relative importance of war pro- 
duction in the operations of the enterprise, 
the civilian needs for the product, and the 
civilian supply policies still to be clearly 
formulated. 

In the appraisal of markets and sales 
policies with respect to markets under war 
and defense conditions, it is apparent that 
the first problem of the sales manager is 
that of considering the changes in demand 
for types of products in which he is inter- 
ested, to be expected as a consequence of 
increase in national income, restrictions on 
purchases imposed by taxes, reduction of 
income available for spending through en- 
forced savings plans, and major problems 
confront the sales manager as a result of 
price and priority controls. The problem 
of the sales manager in disposing of the 
output of his firm at a satisfactory profit 1s 
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far from solved for a great many enter- 
prises. For many firms, it is neither easy 
nor simple to find out how and to what 
extent they can participate in the war effort; 
and the sales manager’s job today may 
sometimes be that of finding markets, but 
in some cases that of assisting in providing 
a supply of materials which will permit the 
sales department to sell anything. 

If one were to try to assess the possible 
effects of war on merchandising, he would 
have to appraise both qualitative and 
quantitative adjustments. Sales managers 
must therefore contemplate with regard to 
merchandising policies a number of possi- 
ble effects: 

1. The possible full stoppage of produc- 
tion of certain products requiring larger or 
smal] amounts of critical materials or par- 
tial restrictions on production where limited 
supplies of such materials are available. 

2. The substitution of new or familiar 
materials which are not under allocations 
or priorities control for present materials 
which are not available. Such changes may 
involve new selling problems. 

3. The redesign and simplification of 
products and lines to use less materials of 
scarcer types. 

4. The revamping of package and con- 
tainer policies and practices so as to conform 
to growing requirements for conservation 
of materials. 

5. Lastly, a probable increase in the pro- 
vision to be made for technical services as 
a shortage of new products requiring tech- 
nical services increases the average age of 
products in use and consequently the main- 
tenance requirements. 

The effects of war and war developments 
upon policies regarding channels and 
prices will affect sales managers vitally, but 
they are treated elsewhere. Under war con- 
ditions, one does not foresee a shift in the 
position of middlemen comparable to that 
which has taken place in England, but 


difficulties have already been encountered 
in such fields as automobile distribution. 

Under war conditions, however, sales 
programs and sales organizations are un- 
dergoing some changes and there is much 
more speculation as to what changes are 
advisable. The policies of sales managers 
at the present time differ not only according 
to whether war and defense activities of an 
enterprise are small or large part of the 
total sales, but also according to varying 
philosophies according to the proper con- 
duct of business enterprise during a seller’s 
market. Some industries occupied only with 
defense are nevertheless endeavoring in 
various ways to maintain their good will in 
a civilian market which they cannot cur- 
rently supply. They send sales representa- 
tives to help make better use of products 
already sold, to help customers readjust 
operations to production, to help them get 
substitute supplies from other sources, They 
may continue to advertise although they 
may assert frankly they cannot deliver at 
this time. 

There are others who dismiss sales forces, 
curtail advertising, and argue that it is bet- 
ter to build up reserves in cash and product 
research against a future slump than to 
attempt to maintain civilian good will at 
great expense for an indefinite period and 
under unpredictable conditions. Each phi- 
losophy can be defended only within limits. 
One gets the impression that the firms 
which endeavor to keep at least the major 
portion of their sales organizations operat- 
ing and which continue substantial sales 
promotional effort as in peacetime are ap- 
parently more numerous than in the first 
world war and immediately thereafter. 

Unless there is complete overturn of the 
private enterprise system as a result of the 
war carrying on to the point of exhaustion 
of the United States, sales managers must 
probably look forward for the period of the 
war to a lessened need for the ordinary 
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sales promotional services which constitute 
the main activity of sales departments. If 
the pattern of the first world war is re- 
peated in any measure, there will be a 
period of heavy demand immediately fol- 
lowing the war and the real problem of 
the sales manager of the sales department 
will confront them only when the backed 
up demand for industrial and consumer 
goods is measurably satisfied and many 
customers throughout the world are con- 
verted again into competitors. Sales man- 
agement has before it a period of indefinite 
length in which to prepare for a supreme 
test. Whether business management will 
perceive the necessity for that preparation 
and meet that challenge remains to be seen. 


PRICE POLICY TRENDS, 1941 
E. T. GreTHER 


University of California 


N°otHNc during 1941 so far as price polli- 

cies are concerned equalled in sig- 
nificance actually and potentially, war time 
price controls. Unfortunately the govern- 
ment’s program was delayed in Congress 
but no doubt now (this is written on De- 
cember 8, 1941) things will move quickly. 
Once the price control bill is enacted a 
much wider array of producers’ goods and 
also of consumers’ goods will come under 
control. If fiscal and monetary policies are 
sound the selective procedure should be 
adequate. 

Interest in the distributive price control 
laws to restrain price cutting naturally 
waned considerably during the year as war 
time inflationary pressures began to pro- 
duce their results. Forty-five states now 
allow resale price maintenance under Fair 
Trade Laws since Delaware entered the 
fold during 1941. Missouri, Texas, and 
Vermont still remain free-price oases. There 
were, however, numerous significant court 
cases as: the Ohio Supreme Court’s declara- 
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tion against horizontal agreements (this is 
explicit in the law); a lower California 
Court’s opinion that false advertising does 
not preclude enforcement under the Fair 
Trade Law; a California Superior Court’s 
judgment that trading stamps were viola- 
tive and the Wisconsin Supreme Court’s 
pronouncement that premiums were also 
in violation; the New York Supreme 
Court’s decision that sale of a private brand 
at lower prices does not preclude enforce- 
ment, and a lower court in Ohio concluding 
that jobbers may not issue Fair Trade Con- 
tracts. 

No new legislation appeared in the price 
discrimination field. The chief develop- 
ments here were the complaints and orders 
ground out by the Federal Trade Com- 
mission. Little new was added to existing 
interpretations. Worthy of mention are 
several instances of action against buyers 
for knowingly inducing price discrimina- 
tion, an order against furnishing free goods 
and another against commercial bribery as 
violative of the Act. Clarification of basing 
point price structures still waits upon the 
cement industry order. 

New legislation appeared primarily in 
the anti-loss leader or market floor field. 
Seven states enacted new legislation (Kan- 
sas, Maryland, Nebraska, New Hampshire, 
North Dakota, Oklahoma, and Pennsy]l- 
vania) and eight amended existing statutes 
(California, Idaho, Maine, Massachusetts, 
Minnesota, Montana, Rhode Island and 
Tennessee). All of the new laws set definite 
market floors in the absence of proof of 
lower costs. Thus it is clear now that the 
issue between the merchandise cost plus 
cost of doing business type (the California 
model) and the specific floor types have 
been settled in favor of the latter for only 
seven out of the thirty states with this form 
of legislation now do not set a definite 
minimum price level such as 6% over 
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wholesale cost for retailers (fifteen states) 
and 2% for wholesalers (fifteen states). 
Although the minima are concentrated at 
6% on merchandise cost in retailing, they 
vary from wholesale cost (New Jersey) to 
12% above (Arizona); other percentages 
used are 4 (Pennsylvania), 5 (Maryland), 
7 (West Virginia) and 8 (Minnesota). 
There was also considerable important 
court activity. Space allows only for the 
mention of the Wyoming Supreme Court’s 
rejection of the costs presented under a 
so-called “established court survey” because 
the survey was “biased, incomplete and 
self-serving”; a Washington Superior 
Court’s rejection, too, of the average costs 
of a survey for the Atlantic and Pacific 
Company’s particular costs of selling ciga- 
rettes; the upholding of the Arizona sta- 
tute by the Supreme Court, except for one 
cost clause. Thus the basic issue of cost 
determination is finally being examined by 
the Courts. Last, but not least, were the 
Department of Justice indictments in Calli- 
fornia, Connecticut, Colorado, Massachus- 
setts and Washington of members of the 
food industry for allegedly using these 
laws as a guise for combination for price 
fixing. 

In 1942 undoubtedly public price policy 
will be focussed upon means of curbing 
price raising, not price cutting. 


TRENDS IN MARKETING RESEARCH 


Pau. T. CHERINGTON 
McKinsey and Company 


HE FOLLOWING outline indicates the 
sort of thinking one is obliged to do in 
dealing with marketing research in these 
days. 
1. Changes in Marketing 


1. Due to increased costs of marketing: 
(a) Retail services—mostly being cur- 
tailed; (b) Retail stocks—hampered and 


shortened; (c) Retail locations—shifting 
and more costly; (d) Retail organization— 
in process of being made over; (e) Whole- 
sale methods and organization—being re- 
vised to meet new demands; 

2. Due to modifications of consuming 
market: (a) Increase in workers’ purchasing 
power, (1) Defense workers, (2) Organ- 
ized workers, (3) Farmers and their help- 
ers; (b) Decrease in purchasing power of 
salaried workers, (1) Inflation of prices, 
(2) Impairment of quality standards, (3) 
Taxation; (c) Decrease in “well-to-do” 
classes, (1) Number and relative impor- 
tance has declined, (2) Earnings have 
shrunk; 

3. Due to preparedness and war enter- 
prises, (a) Geographic re-arrangements, 
(1) Plant locations, (2) Camps, (3) Large 
war industries, (4) Small war industries, or 
sub-contracts; (b) Economic, (1) The tem- 
porarily affluent, (2) Priorities and short- 
ages; (c) Fear of end of defense—depend- 
ence on one single customer who may any 
day cease to buy (Government); (d) The 
spectre of “after the war” conditions—col- 
lapse, panic, superfluous equipment; 

4. Due to revised living habits, (a) 
Newspaper audiences, (b) Magazine au- 
diences, (c) Radio audiences, (d) Motion 
pictures, (e) Mobility of population, (1) 
Trailer towns, (2) Towns built to become 
“shosts.” 


II. Changes in Research Techniques 


1. Opinion polls; 2. Sampling tech- 
niques for determining demand; 3. Sam- 
pling in audience studies; 4. Correlation 
of buying with exposure to offerings; 5. 
Draft on varied sciences, (a) Mathematics 
—new formulas, and new applications of 
old ones, (b) Psychology—the new field of 
social psychology, (c) Physical sciences— 
chemistry, physics. 

With a formidable schedule of variables 
such as this, any attempt to delineate trends 
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should include at least two generalizations: 

1. With marketing and research both in 
process of readjustment, the whole activity 
is more than ever in a state of disconcerting 
fluidity. More than ever before, marketing 
research recalls the old task of trying to 
“measure a gaseous body with an elastic 
band.” 

2. And so, too, more than ever, market- 
ing research challenges the ingenuity and 
inventive skills of its devotees. Private 
initiative has in this field also a chance 
to justify itself. In a planned economy 
there can be no place for marketing re- 
search; everything would be laid out and 
prescribed. But if private enterprise is to 
survive there will still be need for new 
ways of keeping up with swift and constant 
changes in what people want; and during 
the war and in the subsequent peace, people 
will want new and different things. 


GOVERNMENTAL ACTIVITY 
IN MARKETING 


Vercit D. REED 
United States Bureau of the Census 


HE MosT significant and basic trend of 

1941 is toward a government “planned 
economy” reaching all the way from pro- 
duction to consumption. Japan’s declaration 
of war merely lends new urgency and pur- 
pose to that trend. Preference ratings for 
materials have come and gone, followed 
by rationing or allocations. The first ap- 
proach to consumer rationing was the gaso- 
line regulation. The Office of Civilian 
Supply was established to function as a 
counterweight to the Office of Production 
Management, and is fighting a rear-guard 
action for the civilian consumer. 

Expansion of the armed forces has drawn 
out of the civilian market over a million 
young men. Luxury and leisure-time goods 
normally purchased by this segment of the 
population will suffer but the consumption 


of food, wool, cotton, leather and steel 
products by these men will be much larger 
than if they had remained civilians. The 
channels through which these and other 
military goods are marketed are changed 
radically, with normal wholesale and retail 
channels supplanted by direct Quarter- 
master and Ordinance department con- 
tracts. 

The maximum price schedules filed by 
the Office of Price Administration and its 
predecessor organizations have already 
covered such diverse items as machine tools, 
combed cotton yarn, formaldehyde, and 
waste paper. Several of these ceilings have 
been below prices prevailing on their ef- 
fective dates. Thus far these schedules have 
applied to industrial goods. Consumer 
goods are next. 

Sharply increased taxation, both income 
and excise, is one of the counter-inflationary 
moves already being used to reduce con- 
sumer purchasing power and guide it away 
from the durable consumer goods lines par- 
ticularly. Regulation of consumer credit 
through Federal Reserve Regulation W, 
shortened credit periods and_ increased 
down payments. ‘This has had and will con- 
tinue to have a very significant effect on 
deflating demand for durable consumers 
goods. 

Warm debates have already started on 
price control bills in Congress. Licensing 
of retailers has been proposed, and turned 
down for the moment. 

The Requisitioning Act (Pub. 274—77th 
Congress, approved October 16, 1941) 
authorizes the President to requisition prop- 
erty, except guns for sporting and home 
protective purposes, and is particularly 
aimed at inactive inventories of materials. 

Standardization, simplification, and sub- 
stitute material programs have begun to 
make themselves felt. Although they may 
confront’ sales managers with new sales 
resistance, they will encourage more prod- 
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uct research and permit the introduction 
of new lines not in conflict with defense 
needs. This means more headaches for 
marketing men, particularly sales and ad- 
vertising managers, in addition to those 
resulting from rapid shifts of population, 
boom areas, and locating new purchasing 
power among wage earners. 

Retail sales for December are expected 
to set an all time record of $5,500,000,000, 
a 16% increase over 1940. This is the final 
buying splurge allowed the consumer be- 
fore clamping down in earnest. 

The Government program is already 
bringing a metamorphosis in advertising 
copy and art work. Institutional copy, war 
themes, and “after the war” slants are in- 
creasing. Sales managers are wondering 
about their jobs in a seller’s market with 
restricted ability to deliver and the prob- 
lems of rationing their customers. 

A bill (S. 1627) has passed the Senate 
and is now in the Census Committee of the 
House authorizing the Census to gather 
more current statistics, including annual 
sample censuses. If it passes, we can provide 
invaluable facts concerning the rapid popu- 
lation and economic changes typical of a 
war economy. Decennial censuses alone are 
woefully inadequate for Government and 
business alike today. 

Looking over the horizon into 1942, 
several probabilities should not take us by 
surprise. Look for new and drastic con- 
sumer buying restrictions after the Holiday 
Season is over. Some kind of price control 
bill or bills will be passed, probably much 
more stringent and far-reaching than would 
have been passed without Japan’s declara- 
tion of war. This may limit both retail and 
wholesale prices, and probably margins. 
Enforced savings to cushion the post-war 
shock are highly probable. Consumer 
rationing will rear its head in nonfood 
items. Licensing of retail stores may be- 
come a reality. Manufacturers and whole- 


salers may have to restrict their total sales 
to retailers in amounts set in percentages 
of sales for a specified base period. The 
supplier may, or may not, be left free to 
determine how the total is divided among 
his customers. Paper shortages may bring 
restrictions on certain kinds of advertising 
and further restrictions on packaging. 
These probabilities are in no sense based on 
a presumption of knowledge of what Con- 
gress may find necessary to meet the emer- 
gency but upon apparent trends and the 
experience of other warring countries. 


EMPLOYMENT AND WAGES IN 
MARKETING DURING 1941 


Pau. D. CONVERSE 
University of Illimois 


IVE TRENDS in employment and wages 

during 1941 were: increased wages; 
shorter hours; increased rate of labor turn- 
over; employment of less competent work- 
ers; and some increase in unionization. 

During the year many workers have left 
retail stores for higher paid jobs in fac- 
tories and offices. Sales volume increased 
during the year. In order to hold or secure 
new workers, many stores have had to 
raise wages. Wages have increased more 
in areas of industrial activity than in other 
areas. A large chain reports that October, 
1941, Wages were 11% over October, 1940, 
in defense areas and 7% in non-defense 
areas. A large grocery chain reports an 
increase of 25% in wages for a shorter work 
week and that in spite of this increase it 
is getting workers of lower ability. A whole- 
saler, operating several warehouses, reports 
wages increases varying from § to 10 per 
cent. 

The trend is toward shorter working 
hours. Department stores seem to be defi- 
nitely moving to a 40-hour week. A large 
variety chain says that during the year the 
typical work week was reduced from 48 to 
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44 hours. Some stores have shortened their 
hours while others are open as many hours 
as formerly and stagger the hours of work- 
ers. One personnel manager predicts that 
hours will be lengthened somewhat during 
the war. 

There has been a very definite and 
notable increase in labor turnover. A large 
wholesaler says: “We have had young boys 
of 18, 19, and 20 years who have had six 
different jobs in the past six months.” 
Some store reports an “alarming” increase 
in the rate of labor turnover. A small mer- 
chant reports a complete turnover among 
his four sales girls during the past few 
months, three-fourths of which was charge- 
able to the increase in business activity. 

Workers of lower ability (personality 
and intelligence) are being employed. 
Some stores say that they are maintaining 
the quality of new employees but others 
say that the average ability of new em- 
ployees is definitely lower than those being 
replaced. One large department store says: 
“We are now employing the unemploy- 
ables.” 

Some increase in unionization is noted. 
A willingness to agree to collective bar- 
gaining is reported among the chains. How- 
ever, these chains are refusing to grant 
closed shops. 

Higher wages and shorter working hours 
has apparently given some advantage to 
small, family operated stores which are not 
bound by the short hours. 

Much has been said about unemploy- 
ment among salesmen of automobiles, 
household appliances, and for manufac- 
turers unable to make deliveries to civilians. 
Presumably some of these salesmen will 
find work in retail stores but so far very 
few seem to have made this change. 

I propound a question which I shall 
not attempt to answer. In the past, retailing 
has afforded white collar employment to 
many workers of relatively low ability and 


without specialized training. If higher real 
wages are retained after the war, the retail 
management will economize on_ labor 
and/or hire a better grade of workers. Is 
it socially desirable to deny employment to 
the former type of workers? 


SIGNIFICANT CURRENT TRENDS 
IN EDUCATION AND 
TRAINING 


Frep E. CLArkK 
Northwestern University 


HERE HAS BEEN a general decline in 

University registration this fall and 
the information at hand indicates that regis- 
tration in schools of commerce is off ap- 
preciably. Registration for graduate work 
in commerce is down considerably from last 
year, although special war-time courses 
have cushioned this decline in some schools. 
With the prospect that the draft will reach 
down below the twenty-one year level, it 
now seems evident that there may be fur- 
ther drastic declines next year. At this 
writing, however, it appears that men will 
not be called to service until they are 
twenty-one. If that policy is adopted, fur- 
ther declines are unlikely—unless the 
younger men go into industry in increasing 
numbers. In any case marketing registra- 
tions will decline more than those in in- 
dustrial management and accounting, and 
a larger proportion of college students will 
take up engineering and chemistry. With 
men called to the colors, we may find more 
women in schools of commerce than ever 
before. 

Evening schools of commerce may suffer 
less than day-time schools, and it seems 
likely that marketing registration will suf- 
fer less in these schools. Business men real- 
ize that marketing problems will be in- 
creased when the war is over. Many are 
now searching for post-war markets for 
the products of enlarged plants operating 
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on a basis of increased efficiency, and many 
of them will encourage their employees to 
study marketing. Agriculture, too, will face 
post-war marketing problems. What to do 
with the “surpluses” that will result from 
the increased production now being under- 
taken is already under consideration. 

As a result of the natural trend to engi- 
neering education at the present time, we 
are likely to find ourselves with plenty of 
engineers but not enough marketing men 
after the war. It was in the post-World 
War I period that marketing began its 
rapid development as a field of college 
study. This development arose because the 
need to obtain markets for the products of 
industry and agriculture was acute and 
employment in marketing offered a new 
challenge and new opportunities to college 
men. Post-World War II will see a revival 
and probably an increase in interest in 
training for marketing. But this new inter- 
est will not be confined to the college level. 
It will reach further down into the edu- 
cational system, and vocational training on 
the high school and junior college level 
and under various plans for training those 
already employed will develop. This will 
increase the need for teachers. 

Training of the kind just mentioned is 
now promoted by federal subsidy. Nearly 
130,000 persons were being trained in 
classes organized under the George-Deen 
Act last year. I understand there has been 
a large increase this year, but final figures 
are not available. With fewer goods to sell 
these activities may decline temporarily. 
But competition for sales after the war, 
plus a public desire to improve the effective- 
ness of the individuals engaged in market- 
ing—in hopes of reducing marketing costs 
—seems to give promise that interest, even 


though latent, will continue during the 
war period and developments under the 
George-Deen Act or similar public and 
private efforts will increase once the war 
is over. In fact, interest in such training at 
the retail and wholesale levels will con- 
tinue right through the war. For unless 
goods are rationed on the basis of existing 
volume, merchants will wish to increase 
employee efficiency in order to obtain a 
larger share of the sales of the reduced 
volume of goods available. 

Many of our faculty members will be 
engaged in helping the government with 
procurement, allocation of supplies, and 
the control and manipulation of prices. 
These men and those who continue in aca- 
demic work must be studying and con- 
sidering certain present tendencies, and 
necessary post-War adjustments, in the 
hope of clarifying their own views as well 
as the views of those whom they may 
influence. This is particularly important in 
the field of legislation and control. Are 
present tendencies toward hampering large- 
scale operators for the benefit of smaller 
and often more inefficient operators wise? 
Do we want to continue “fair” and “un- 
fair” trade acts? Shall domestic and inter- 
national “trade barriers” be continued, in- 
creased, or reduced? To what extent shall 
the government continue its assistance to 
agriculture and its inroad into fields in 
which private business has formerly op- 
erated? The trend of the last decade, in 
particular, has been toward more govern- 
mental regulation of private enterprise and 
further extension of governmental owner- 
ship and operation. The war will neces- 
sarily increase this trend. Do we want this 
to continue? Can we keep it from con- 
tinuing? 











FACTORS IN THE CURRENT EXPANSION OF 
THE DEMAND FOR FOOD 
H. E. ERDMAN 


University of California 


Epiror’s Nore: The three papers which follow 
were presented at the Joint Session with the American 
Farm Economic Association on “Food Markets Dur- 
ing the War Emergency.” Gordon C. Corbaley, 
American Institute of Food Distribution, was chair- 
man of the meeting. 


ooD PRODUCERS and handlers are asking 
Brn is likely to happen in the food 
market in 1942, with several developments 
under way which individually tend to pro- 
duce very different results. Thus, during 
much of 1941: (1) employment was in- 
creasing in some lines while (2) unem- 
ployment was threatening in other lines 
because priorities were curtailing necessary 
raw material supplies; in the meantime 
(3) wages were increasing in some indus- 
tries but remaining stationary in others. 
In 1942, (1) costs of living are bound to 
increase, (2) priorities will curtail available 
supplies of many consumer goods and (3) 
taxation and “forced” savings may weaken 
any “propensity to consume.” 

We should like to know, first, how much 
income is going to be available for con- 
sumption; second, how the income is likely 
to be distributed among population groups; 
and third, what will be the likely food 
expenditure patterns at the various income 
levels if priorities reduce the available 
supplies of semidurable goods which con- 
sumers have been buying. 

Had time and available data permitted, 
I should like to have carried out some 
calculations to obtain an answer to the 
last question in particular. However, time 
does not permit making even those calcu- 
lations which the available data would per- 
mit. I shall therefore treat the subject 
qualitatively, using statistical data only to 
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illustrate the sorts of problems involved in 
getting the desired answer. Any satisfactory 
answer will have to await analysis, com- 
modity by commodity. 


NaTIonaL INCOME IN 1942 


Just what the national income will be in 
1942 is “anybody’s guess.” The figure most 
bandied about is 100 billion dollars, pre- 
sumably income payments to individuals,’ 
as compared with an estimated 74 billion 
dollars in 1940 and perhaps 88 billion dol- 
lars in 1941.? Income payments may be ex- 
pected to rise in 1942 for one or more of 
three reasons: (1) increased number of per- 
sons employed, (2) increased hours 
worked, and (3) increased rates of pay. 

The total labor force may be thought of 
as growing in several ways as we go into 
full war effort. (1) More young men 
enter than are needed to replace retiring 
oldsters; (2) oldsters do not retire as early 
as in satel times; (3) more erstwhile 

“unemployables” tend to find places where 
they can fill jobs; (4) more women not 
previously listed either as “employed” or 

* For a comparison of “national income” and “in- 
come payments” year by year from 1929 to 1939, 
see table 1, page 10, of: Monthly income payments, 
1929-40. United States Department of Commerce, 
Bureau of Foreign and Domestic Commerce. 

* See footnote 9 below. 

* The “total labor force” itself is not a definite 
thing. For a comparison of various published esti- 
mates see: Nixon, R. A., and P. A. Samuelson, 
“Estimates of Unemployment in the United States,” 
Review of Economic Statistics 22(3):101-11, Au- 
gust, 1940, for a set of charts (page 106). The 
authors chart and discuss a number of estimates of 
total labor force and of employment and unemploy- 
ment. They conclude that “The N.I.C.B. figures are 


based on the most reliable methods of estimate and 
are the most sensitive to change” (page 111). 
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“unemployed” take jobs which men ordi- 
narily fill. An offsetting factor is the in- 
creasing number of men in our armed 
forces. No decision has been reached as to 
the number we shall put in training during 
the year. At present there are about 2 mil- 
lion men in the military and naval forces.* 

How wide the possible variation may be 
in employment in 1942 is indicated by Hart 
and Allen when they estimate the “labor 
reserve” at not less than 5 million nor 
much above 10 million, a guessing range of 
5 million at the time (Spring of 1941) 
when nonagricultural employment stood at 
38 million.’ They pointed out further that 
manufacturing industry was on approxi- 
mately a 40-hour week; that “if we in- 
creased the number of nonagricultural 
workers from 38 million to 48 million and 
raised working hours from 40 to 50 per 
week, we should have 2,400,000,000 in- 
stead of 1,520,000,000 man-hours of work 
per week—an increase of nearly 60 per 
cent.” 

The spectacular outbreak of hostilities 
has given a jumping-off place for increases 
both in numbers employed and in hours of 
work per week. Early 1942 may well find 
us near the upper employment figure sug- 
gested above. During the year ending Oc- 
tober, 1941, the index of factory employ- 
ment rose 18.7%, or from 113.8 to 135.1, 
while the pay roll index rose from 116.2 to 
166.7, or 43.4%, indicating also either 
longer hours, or higher pay, or both.° 
Hourly rates of pay have increased during 


the past year and earnings even more as 

“Survey of Current Business, November, 1941, 
page S-7, gives the figure for September at 1,992,000. 
Employment and Pay Rolls, United States Depart- 
ment of Labor, Office of the Secretary, November 29, 
1941, page 10, puts the figure at 2,014,000. 

* Hart, A. G., E. D. Allen, and associates. Paying 
for Defense. The Blakiston Co., Philadelphia. 1941. 
Pp. 36-37. 

* United States Department of Labor. Office of the 
Secretary. Employment and Pay Rolls, October, 1941, 
p. 10 (Mimeo.), November 29, 1941. 


manufacturers have competed for the lim- 
ited supply of skilled workers and have ac- 
ceded to labor’s demands for overtime. The 
Bureau of Labor Statistics figure on “fac- 
tory average weekly earnings” for 90 in- 
dustries stood at $31.65 in September, 
1941, an increase of 21 per cent over the 
figure of $26.10 for September, 1940.” 

But payments to factory wage earners 
will, to use an old saying, “burn holes in 
the recipients’ pockets” regardless of priori- 
ties. If silk shirts, new automobiles, or re- 
frigerators are not to be had, perhaps it 
will be through beauty parlors, movie 
houses, or eating places that some “multi- 
plier factor” works so that each million in 
increased payments toa given group means 
several millions added to total “income 
payments.” 

At any rate, even if total income pay- 
ments continue through 1942 at not more 
than the rate reported for September, 1941, 
the total would reach 97.2 billion dollars.® 
A figure of 100 billion dollars for 1942, 
therefore, seems a conservative expectation. 
If inflationary tendencies continue to move 
prices upward, wage rates are sure to fol- 
low, even if somewhat tardily, so that total 
income payments would rise still more. 

How much will be spent on food will 
depend not only on total income payments 
but on how widely such total is distributed. 


TueE DistriBuTion oF INCOME PAYMENTS 


The most elaborate data available on the 
distribution of incomes and on the relation 
of income levels to consumer expenditures 
in the various sections of the country are 
those collected in the 1935-36 Study of 
Consumer Purchases and the reports of the 


‘Surveys of Current Business. Current issues. 


* Survey of Current Business, November, 1941, p. 
Totals for October, 1940, to September, 1941, 
were $85,040 million; for January, 1941, to De- 


cember, 1941, figuring October, November, and 
December at the September level of $8,099 million, 


the total for 1941 would be $88,629 million, 
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National Resources Planning Board based 
on them.° But these data are largely for 
the twelve-month period July, 1935, to 
June, 1936, during which the twelve-month 
total income payments were 62.546 billion 
dollars.*° A 1942 income payments figure 
of 100 billion dollars would be about 60% 
above the 1935-36 figure. 

It is often assumed that an increase in 
the national income will remedy the wide 
disparity in incomes shown by the Con- 
sumer Purchases Study and by previous 
studies. The National Resources Planning 
Board" recognized the fallacy of any such 
simple assumption when it tried to extend 
the 1935-36 data from approximately 60 
billion dollars income level to a lower and 
two higher levels at 50 billion, 70 billion, 
and 80 billion dollars, respectively. The re- 
port warns that “. . . holding all other 
conditions unchanged while size and distri- 
bution of income vary is essentially arbi- 
trary and unrealistic.”’* Furthermore: “To 
assume a total income much larger than 
80 billion dollars might well involve broad 
changes in the economy as a whole which 
are markedly inconsistent with our explicit 
assumption of 1935-36 conditions.””* 

However, here we are, only about three 
years later, facing a total of income pay- 


*The work was done under a Work Projects 
Administration project conducted by the Bureau of 
Home Economics of the United States Department of 
Agriculture and the Bureau of Labor Statistics of 
the United States Department of Labor. The data 
were for a twelve-month period during the two years 
1935 and 1936. Most of the schedules covered 12 
months falling in the last half of 1935 and the first 
half of 1936. See: United States National Resources 
Planning Board. Family Expenditures in the United 
States. 

* United States Department of Commerce, Bureau 
of Foreign and Domestic Commerce. Monthly In- 
come Payments in the United States, 1929-40. Table 
2, p. 24. The National Resources Planning Board 
used a smaller figure—$59,982,928,000. See: Con- 
sumer incomes, p. 4. 

™ Consumer Expenditures, p. 169. 

 [bid., p. 159. 

* Ibid., p. 164. 


ments of at least 100 billion dollars under 
conditions which promise to waste much of 
the product arising out of this unprece- 
dented activity. The Office of Production 
Management estimated in July, 1941, that 
an average of 21% of employment in 1942 
would be on defense—15% at the begin- 
ning and 30% by the end of the year.” 
However, this estimate was prepared at 
least five months before we entered war 
status and may well be a substantial under- 
statement. In spite of warnings, I have ex- 
tended the calculations to the 100 billion 
dollar level to see what sort of distribution 
it would make. 

Since no other data are available from 
which one may calculate a satisfactory pat- 
tern of income distribution for $100 bil- 
lion of income payments, I have used as 
a starting point the income distribution 
established from the Consumer Purchases 
Study for 1935-36 when the total stood at 
about $60 billion.’® The data are presented 
in column 1 of table 1 and line A of 
Figure 1. However, it is obvious that an in- 
crease in total income payments, from $60 
billion in 1935-36 to $100 billion in 1942, 
invalidates the 1935-36 distribution pattern 
since it involves, first, an increased number 
of consumer units; second, increased pay- 
ments to each of the units; and third, an 
increased emphasis on skilled trades. 

The estimated United States population 
on January 1, 1936, the mid-point of the 
period covered by the Consumer Purchases 
Study, was 128,024,000. If we estimate 
the population as of July 1, 1942, at 134,- 
250,000" we shall have an increase of 

* Office of Production Management, Bureau of 
Research and Statistics. Estimated Distribution of 
Civilian Expenditures, 1940, 1941, and 1942. Total 
expenditures to be devoted to defense were placed 
at $23 billion for 1942. 

* National Resources Planning Board. Consumer 
Expenditures, p. 173, table 5C. The income intervals 


have been made uniform up to $5,000 and the large 
ones left off. 


16 . . . 
Calculation based on monthly estimates in press 

















THE JOURNAL OF MARKETING 





25 





4.9%. In the meantime, however, the size 
of family may have decreased as much as 
5%*" so that the number of “consumer 
units” should have increased relatively 
more than the population.” 

In Fig. 1, line B represents a new distri- 
bution pattern with the total at $100 bil- 
lion, calculated so as to keep the propor- 
tionate distribution of income as it was in 
1935-36.'° However, this pattern seems to 
me to ascribe too much of an increase to the 
group between $3,000 and $5,000. A more 
logical pattern would seem to be that pic- 
tured in dotted line C (column 3 in Table 
1). This was drawn freehand to illustrate 
what would have happened to the per- 
centage distribution of consumer units by 
income levels if the increased income pay- 
ments had gone largely to those units in 
the $1,000 to $1,600 income brackets. 





release, December 1, 1941. United States Department 
of Commerce, Bureau of the Census. Population: 
Preliminary Population Estimates for Continental 
United States by Months: May 1, 1940, to April 1, 
1941. 

“United States Department of Labor, Bureau of 
Labor Statistics. Monthly Labor Review 52(4) :932. 
April, 1941. Population problems. 

“Consumer Expenditures, pages 98-99, divides 
“consumer units” into three types: (1) The family, 
consisting of “two or more persons living together 
as one economic unit, having a common or pooled 
income and living under a common roof.” There 
were 29,400,300 such units, including 115,966,000 
persons. (2) Single individuals; unattached per- 
sons “maintaining an independent economic status.” 
There were 10,058,000 of these. (3) About 
2,000,000 members of institutional or quasi-insti- 
tutional groups. 

” National Resources Planning Board. Consumer 
Expenditures, pp. 189-90. These pages describe the 
method used by the Board to extend the income dis- 
tribution to an 8o billion dollar level. The same 
method was used to develop the series plotted in line 
B of figure 1. Of this new pattern the report says 
(page 164): “It should be noted that it is not the 
distribution of consumer units by income level that 
is held constant. The number of consumer units at 
each income level must vary to allow total income 
to change. It is the degree of inequality of income 
which does not change; that is, the proportion of 
total income received by a given proportion of the 
Nation’s consumer units.” 


Tas_e I. Percentace DistripuTion or CONSUMER 
Units By Income LEvELs wirH Two ToTAL 
Income VALUES 
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* From Consumer Expenditures, op. cit., p. 165. 

+ Computed from table 13C, Consumer Expenditures, 
p. 189, according to procedure outlined on pp. 189-90. 

t Read from free-hand dotted line C in fig. 1. 


That the new mode is correctly located 
at about $1,300 is suggested by the fact 
that average factory earnings in August, 
1941, were at the rate of $1,645 per year, 
about $400 above the mode in line B. This 
is consistent with the relation of mode and 
average in 1935-36 when the average of 
factory earnings was $1,213 compared with 
a modal point at about $800. 
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Fic. 1. Estimated Distribution of Consumer Units 


PROosPECTIVE Foop EXPENDITURE 
PATTERN 


Thus far, I have selected in succession a 
number of assumptions out of numerous 
possibilities, much as a squirrel chooses be- 
tween forks of one branch after another as 
it moves up the tree in search of nuts. 
Obviously, if any one of my choices were 
in error, all the rest are pretty sure to be 
wrong. 

If we are right in assuming that the 
modal group income has shifted something 
more than $400 to the right, or from about 
$800 to about $1,250, we might expect also 
that the demand for food would rise accord- 
ing to an established expenditure pattern. 
Thus if American families in the $750 
to $1,000 income class were found to use 
$380 worth of food in 1935-36, we might 
expect them to spend some $460 on food 


if they moved to about $1,300.” All this 
requires the unlikely assumption that the 
spending pattern remains about as it was 
in 1935-36. 

It seems more likely that the present 
upswing in incomes will be accompanied by 
important changes in the spending pattern 
before the coming year is over. In the first 
place, abrupt increases in the earning status 
are not likely to lead at once to the con- 
sumption pattern of groups longer in that 
status. However, we have no data to show 
how long it does take newcomers to adjust 
themselves to the pattern of the class they 
have just entered. In fact, they may adjust 
themselves to a new pattern instead. In the 
second place, prices are rising so that a 
given income will buy less. By October, 


*” See: Consumer Expenditures, op. cit., page 23) 
for a table of average expenditures per family. 
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1942, prices of 58 foods at retail had risen 
about 15% over the previous October,” 
and promise to go farther. Rentals are go- 
ing up and will go much farther if not con- 
trolled. With rapid price increases there 
may be important changes in price relation- 
ships which may be expected to affect ex- 
penditure patterns. In the third place, 
priorities and rationing of such items as 
automobiles, radios, refrigerators, and 
household furnishings either will lead to 
substantial price increases in those catego- 
ries or, if prices are not increased, spending 
power will go elsewhere. 

How significant restrictions on install- 
ment credit may prove to be is another 
uncertainty. It has often been said that 
consumers would not purchase such items 
as automobiles and refrigerators as freely 
as American consumers have during the 
past two decades if they had to save the 
money in order to pay cash. However, we 
have no experience to guide us in fore- 
casting how much will go into currently 
available small items such as choice foods, 
movies, or beauticians services if the big 
things cannot be had. If saving is made 
convenient, advantageous, and conven- 
tional, that is, patriotic—perhaps even 
compulsory—we may find that manufac- 
turers of such items can induce buyers to 
save up against the time when deliveries 
can be made—at the end of the “dura- 
tion.” 

It is entirely possible that increases in 
the prices of a few items including foods, 
may go far toward wiping out any ad- 
ditional demand for food. Thus the in- 
clination to spend an additional $80 or 
$100 on better or more abundant food may 
be offset by prospective increases in, let us 
say, rentals, clothing, and house furnish- 


* United States Department of Agriculture. Bureau 
of Agricultural Economics. Price Spreads Between 
the Producer and the Consumer: Monthly statistical 
supplements, October, 1940, and 1941. 


ings. The present income tax will not hit 
families in the groups we are here con- 
sidering, since even a single person at 
$1,300 pays only $50 and the family with 
two dependents pays only $6 at $2,400. 
A point not to be overlooked in con- 
nection with food consumption, however, 
is the enormous amount of publicity which 
has been given to the significance of the 
“newer nutrition.” Justifiably or otherwise, 
the large number of rejections of draftees 
is often ascribed to inadequate diet. So is 
the widespread occurrence of certain dis- 
eases. How widespread is the belief in that 
need is indicated by the fact that a recent 
estimate places the 1941 sales of vitamin 
products at $300,000,000.”" Such publicity 
takes a variety of forms including articles or 
radio broadcasts by government officials, 
home economists, and dietitians on local 
networks simultaneously finds its way 
into the home columns of the daily press, 
and, of course, advertisers would not miss 
such a chance. Consumers may well insist 
on getting protective foods at the expense 
of other luxuries, particularly when the 
stress is placed on health and appearance.** 
Even before the rather recent barrage of 
exhortations on food needs, American con- 
sumers were responding with greater pur- 
chases when income permitted. Thus in the 
1935-36 study, egg consumption in New 
York and Chicago from September to 
November was 28 per cent higher among 
families in the $1,000-$1,499 range than 
in the $500-$999. Butter consumption was 
37% higher; canned tomatoes over 150% 
higher. Similar differences were found in 
a long list of individual commodities in all 
parts of the country indicating a comparable 


* As long ago as 1938 the year’s sales of vitamin 
preparations were reported at $100,000,000. United 
States Department of Agriculture. Consumers’ Guide 
8(4):9. December 15, 1941. 

* See, for example, “Vitamins make a Difference,” 
United States Department of Agriculture. Consumer? 
Guide 8(4) :8-10. December 15, 1941. 
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pattern of responses to income and price. 

The problems of forecasting demand for 
specific commodities promises to be par- 
ticularly difficult in 1942. 

In the past two decades a special tech- 
nique has been developed for analysis of 
the factors affecting supply, demand, and 
price of given farm products. It involves 
the use of multiple correlation analysis of 
time series in which from 10 to 20 years 
of data covering from three to six variables 
were used. World War I interfered so 
badly with such series that price analysts, 
as this particular breed of specialists has 
come to be known, almost invariably omit 
data for the period 1917 to 1919 inclusive. 
It brought changes which were so impor- 
tant as to eclipse variations in the series 
which in normal times are significant. I fear 
the year 1942 will be the 1917 of another 
such series. 

During the decade of the 1920’s it was 
customary for price analysts to make allow- 
ance in their studies for price level changes 
by what came to be called “deflation”; 

* United States Department of Labor Bureau of 
Labor Statistics. Family Expenditures in Selected 
Cities, 1935-36. Bul. 648:206-231. Table 5. 

For a comparison of income-expenditure elasticities 
for a long list of commodities placed in elasticity 
groups, see: Gilboy, Elizabeth W. “Changes in Con- 


sumption Expenditures and the Defense Program.” 
Review of Economic Statistics 23(4) :156. November, 


1941. 


that is, by using one of the statistical series, 
such an index as the United States index 
of wholesale prices of all commodities. 

During most of the decade of the 1930s 
a series representing incomes of nonagri- 
cultural workers has largely replaced the 
price level index. Changes for prices of 
individual farm commodities have re- 
sponded in a significant way to changes in 
this index; so also have total sales of food.” 

Just what all this means in terms of 
actual consumption is yet another matter. 
Food supplies promise to be abundant in 
1942 according to the opinions of the ex- 
perts in the United States Department of 
Agriculture. The demands for Britain will 
undoubtedly be heavy, but even so, sup- 
plies in this country promise to be larger 
than in 1941 with emphasis on the “pro- 
tective foods.” The questions I have been 
discussing affect the intensity of the de- 
mand. This in turn will be a deciding factor 
as to what the price will be since the annual 
supply itself is largely determined by an- 
other set of factors, among which, of course, 
are the weather (except for the livestock 
group) and the prospective price as com- 
pared with prospective costs. 

* Bean, L. H., et al. Nonagricultural income as a 
measure of domestic demand, p. 7. United States De- 


partment of Agriculture, Agricultural Adjustment 
Administration. 1937. 
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SOME PROBLEMS IN THE CONTROL 
OF FOOD PRICES 


E. J. WORKING 
University of Illinois 


§ THERE ANY problem of food price con- 
l trol?” Writing a little more than a 
year ago on wartime control of prices, Dr. 
C. O. Hardy’ made the statement, “. . . for 
the present at least there appears no proba: 
bility that war would involve a serious 
problem of food shortage or of any un- 
desirable rise of food prices, aside from a 
possible general price inflation movement. 
Even under World War conditions there 
were shortages of only a few important 
food commodities, and during the years 
since the World War, the food-producing 
capacity of the country has expanded faster 
than the market, with the result that public 
policy has been directed toward restricting 
production and maintaining prices. How 
rapidly this situation would change under 
war conditions would depend on the effect 
of the war on foreign markets, but it seems 
highly improbable that there would be such 
an increase in the consumption of American 
food products as to create a problem of 
shortage.” Dr. Hardy then proceeded to 
discuss price control by the Food Adminis- 
tration during World War I, as of interest 
merely from “. . . the light it throws on 
the technique of control of prices in gen- 
eral.” 

On the other hand, Prof. John B, Can- 
ning? stated, a few months later, “. . . By 
timely standards there is now no surplus of 
any food. ... A major adverse turn of the 
war could, within a few months, make 
laa or fear of shortages, so acute that 

Hardy, C. O., Wartime Control of Prices, Chap- 
ter IX, p. 243, 1940. 

* Canning, Prof. John B., in an address before the 
Western Farm Economic Association, June 25, 1941, 


and printed in the Journal of Farm Economics, Vol- 
ume XXIII, November, 1941, pp. 697-711. 


national rationing and direct retail price 
control would be upon us.” 

The difference between these two state- 
ments does not represent a general change 
in opinion which developed between the 
fall of 1940 and the early summer of 1941. 
It represents, rather, a difference of opinion 
which has existed and still exists in the 
minds of many, whether Canning and 
Hardy still disagree or not. 

In view of the difference in opinion as to 
the prospects for food shortages, it will be 
worth our while to consider as objectively 
as possible what indications there may be 
as to these prospects. A comparison of our 
present situation with the conditions of 
World War I will be helpful in this con- 
nection. First of all, let us see how the 
recent course of food prices compares with 
the course of prices of the corresponding 
period of World War I. This is shown in 
Figure 1. You will note that there has been 
a rather striking parallel of prices in the 
past three years with those of the years 
1914 to 1916. Both lines on the chart repre- 
sent the Bureau of Labor Statistics index 
of wholesale prices on a 1926 base, no 
adjustments whatever having been made 
to enhance the similarity of price move- 
ments. For the past three years, wholesale 
prices have averaged just a little bit higher 
than they did in the corresponding period 
of World War I. The rapid upward move- 
ment which started during the latter part 
of 1915 and culminated in 1920 has thus 
far been paralleled by a rapid rise which 
began in the latter part of 1940. The broad 
outlines of food price movements in the 
past year, consequently, do not encourage 
the belief that there is less likely to be a 
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Fic. 1.—Wholesale Prices of Foods by Months, 1914-1921 and 1939 to Date 
(1926 = 100) 


shortage of foods in this war than in the 
first World War. 

There are, of course, many great and 
obvious differences in the food situations 
in the two wars. During World War I, we 
felt food shortage primarily at three points: 
first, in sugar; second, in wheat; and 
finally, in meats. There seems to be no pos- 
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sibility whatever of a shortage of wheat 
developing in the United States during this 
war, because at the beginning of the cur- 
rent season we had on hand a two years’ 
supply, and we regularly produce more 
than we consume. Furthermore, Canada 
has both large surplus stocks and a large 
capacity for export production of wheat. 
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Fic. 2.—Production, Net Foreign Trade, and Consumption of Foods 
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It seems likely that the sugar shortage will 
not become especially serious unless by 
some unforeseen chance we should be cut 
off from the Cuban source of supply. 

With regard to meat and other animal 
products, however, our present situation is 
no more secure than was that of 1916. We 
have no considerable stocks of meat or 
other animal products. Furthermore, there 
has been a marked downward trend in the 
per capita consumption of meats in the past 
thirty years, so that we start the war with 
a lower level of consumption than was the 
case with World War I. Any large exports 
to our allies will result in more limited sup- 
plies being available for domestic con- 
sumption. 

The general outlines of our national food 
situation during the first World War, as 
compared with the situation in the im- 
mediately preceding and subsequent years, 
can be graphically indicated by a chart 
showing United States production and 
consumption of foods, together with our 
net foreign trade in foodstuffs. This is 
shown by Figure 2. It compares indexes of 
the volume of production and consumption 
of agricultural foodstuffs with an index of 
the “deflated” value of our net foreign 
trade of foodstuffs.* This latter is, of 
course, a rough approximation of the vol- 
ume of our foreign trade in foodstuffs. 


* The index of production of foodstuffs is a rather 
rough measure of the volume of production of agri- 
cultural foods in the United States. It is computed 
as a weighted average of seven of the group indexes 
included in the Bureau of Agricultural Economics 
index of the volume of agricultural products for 
sale and for consumption in the farm home (Farm 
Income Situation, November, 1941, p. 10). The 
groups used were as follows: grains, fruits and nuts, 
vegetables except truck crops, truck crops, meat 
animals, dairy products, and poultry products. These 
seven groups were weighted in accordance with the 
yearly average value of the various products sold by 
farmers in the years 1935-1939, except that in the 
case of the grain index the weighting used was only 
that of bread grains. The weights are proportionate 
to yearly average cash income of the years 1935- 


It will be noted that for the past thirty 
years there has been a marked upward 
trend in the production of foodstuffs. Ex- 
cept for the rather low level for the years 
1933 to 1936 this upward trend has been 
at a fairly uniform rate. The course of 
food consumption, on the other hand, has 
been somewhat different. From 1915 
through 1921, there was almost no in- 





39. Data concerning these are from the Farm Income 
Situation, September, 1941, pp. 16-17, and are as 
follows: 
Yearly aver- 
age income Weight 
1935-39 (dollars per 
(million thousand of 








dollars) income ) 
Bread grains 498.8 112 
Fruits and nuts 459.6 103 
Vegetables 585.4 
Truck crops" 252.9 252.9 57 
Vegetables other 
than truck 
crops 332.5 74 
Meat animals 
Hogs 848.0 
Cattle and 
calves 1,159.0 
Sheep and 
lambs 172.0 726.5 163 
Dairy products 1,407.6 316 
Poultry and 
eggs 783.0 175 
4460.9 1,000 


“1935-39 average, “Farm Value of Commercial 
Truck Crops,” U. S. Department of Agriculture, 
Agricultural Statistics 1940, p. 290, Table 381. 


The index of consumption is based on the weighted 
index of per capita consumption of agricultural foods 
published by the Bureau of Agricutural Economics 
(“Consumption of Agricultural Products,” March, 
1941). This per capita index was multiplied by an 
index of population on the same base. The indexes 
for the years 1938 to 1940 were computed by the 
Department of Agricultural Economics of the Uni- 
versity of Illinois. 

The index of net foreign trade was computed by 
“deflating” the value of our net foreign trade of 
crude and manufactured foodstuffs as reported by the 
Bureau of Foreign and Domestic Commerce. These 
deflated figures were then converted to a series of 
relative numbers for which the average of the years 
1935-1939 equals 100. 
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crease in spite of a marked growth in popu- 
lation. The United States became in those 
years an important source of supply for her 
European allies. In order to provide these 
allies with food we had to curtail our own 
per capita domestic consumption. After the 
close of the war we contributed largely to 
feeding all the war-torn countries. 
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supply of food in the country but because 
depression-borne lack of purchasing power 
resulted in such a low level of demand that 
purchases were restricted even though 
prices were low. This may be seen from 
Figure 3, which compares the index of per 
capita food consumption with retail food 
prices which have been adjusted for 
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Fic. 3.—Per Capita Consumption and Adjusted Retail Prices of Foods 
(1935-1939 = 100) 


The rapid decline in per capita food con- 
sumption from 1912 to 1921 is shown by 
the solid line in Fig. 3. The extremely low 
level in 1921 was, of course, largely the 
result of the depression of that year. Fol- 
lowing that depression our per capita food 
consumption returned almost to the prewar 
level, where it remained with relatively 
little fluctuation until the depression of 
1930 set in. Then there occurred a renewed 
steep decline of food consumption, which 
continued not only through 1933 but, due 
primarily to the droughts of 1934 and 1936, 
through those years as well. 

The low level of food consumption in 
the 1930’s was due to circumstances very 
different from those which caused the de- 
cline during World War I. During the 
depression the restricted incomes of many 
people forced food economies and probably 
often resulted in mal-nutrition. It was 
primarily the result not of an inadequate 


changes in the cost of living.* The existence 
of a real shortage of foodstuffs relative to 
the demand for them during World War I 
is attested to by the high level to which 
prices of food rose when compared with 
the general index of the cost of living. On 
the other hand food prices were relatively 
low throughout the 1930’s. Even in the 
years 1934 to 1936 when food supplies 
were reduced by drought, these adjusted 
food prices were not so high as before 
World War I or in the later 1920’s. Food 
consumption has increased quite steadily 
with rising incomes ever since 1935. 

To analyze the trends of consumption of 
foods, commodity by commodity, is beyond 
the scope of this paper. However, the data 
thus far presented should be sufficient to 
indicate that there was a marked decline 


*This process is commonly referred to as “de- 


flating” and hence the food price series shown as 


food prices “deflated by the cost of living.” 
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in per capita food consumption in the 
United States during the World War due 
primarily to the fact that we were increas- 
ing our exports to our European allies. 
Furthermore, it is only in the past two 
years that we have regained a level of per 
capita food consumption approximately the 
same as that of the years 1909 to 1912. It 
is to be noted, however, that this is higher 
than the level which prevailed during the 
1920’s, and it is perhaps significant that 
the preliminary figure for 1941 indicates a 
higher level of consumption than in any 
previous year. It is likely that there has 
been some decline in the per capita number 
of calories of food needed by our popula- 
tion, because more of our work is now done 
by machines and less by human beings. 
However, there has been little change in 
per capita requirements of proteins and so- 
called protective foods. There is only one 
food product, wheat, of which we have an 
important surplus, when we judge surplus 
or deficiency from the standpoint of needs 
of nutrition. 

Altogether, consequently, I am more 
nearly inclined to the view of Professor 
Canning than to that of Dr. Hardy. I do 
not envisage a food shortage comparable 
to that of the European countries. How- 
ever, I do think it quite likely that if the 
war continues for two or more years, there 
will be substantial further increase in our 
shipments of food to both England and 
Russia. There is already the need for such 
shipments. All that is lacking is the ships 
to carry the food, and there seems good 
prospect that our production of merchant 
ships will in time pass the rate of sinkings. 
Any important increase in our food exports 
might involve rather serious shortages of 
some categories of foods. 

But what, after all, should be the nature 
of food price control? We commonly think 
of food price control as a thing to be under- 
taken when, to use the popular expression, 


“demand exceeds supply.” Controls of this 
sort are likely to be adopted only when 
increased demands or reduced supplies have 
resulted in marked increases in prices and 
promise to result in still greater increases 
if no control measures are taken. Such price 
rises may result, and such food price con- 
trol measures may be needed, even when 
there is no reduction of per capita supplies 
and the rise of food prices is no greater 
than the rise of commodity prices generally. 

Suppose, for example, the cost of living 
should triple in the next two years. If food 
prices tripled, we should have a very serious 
nutrition problem among almost all groups 
who have comparatively fixed incomes, 
whether those incomes be from salaries, or 
from annuities, or other sources. It would 
be essential under such circumstances to 
institute rigid control of food prices and 
a system of rationing in order to preserve 
the health of our people. 

Please do not misunderstand me. I do 
not mean to say that direct control of food 
prices is the best or even the proper way 
to stem the tide of general inflation. Any 
general inflation should be prevented by 
proper financing of our war expenditures. 
All increases in federal expenditures should 
be met directly out of taxes, or out of bonds 
which the people buy out of their current 
income—not out of loans and investments 
by commercial banks. But, if these things 
are not done and we do have continued 
inflation, direct food price controls and food 
rationing should be instituted. 

It goes almost without saying that food 
price controls and a system of food ration- 
ing should be adopted in the event of 
serious scarcity of any individual food 
product, if it is a highly important one. 
Also, in case of any general food shortage, 
similar but more general control measures 
should be taken. This sort of procedure 
could be carried out either through 
measures such as were used by our Food 
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Administration during World War I, or 
similar to those used by European coun- 
tries. Another alternative would be a gen- 
eral application of something like the Food 
Stamp Plan. 

But should these things be the only, or 
even the primary, purpose of food price 
control in our situation? We have a back- 
ground of eight years of a certain sort of 
food price control. I refer to the price con- 
trols of the Department of Agriculture 
which have been carried out through the 
Agricultural Adjustment Administration 
and the Commodity Credit Corporation. 
These have not ordinarily been thought of 
as measures of food price control, but rather 
as ways of controlling farm product prices 
and farm incomes. However, since farm 
products are very largely food, whatever 
effect the Agricultural Adjustment Ad- 
ministration and the Commodity Credit 
Corporation have had upon farm product 
prices has also influenced the wholesale and 
retail price of foods. A part of the rise of 
food prices in 1941 may be attributed di- 
rectly to the legislation passed about a 
year ago providing for commodity loans 
amounting to 85% of parity prices on cer- 
tain products; another part was due to 
lend-lease purchases made to maintain “1 
centive” prices for certain products. This 
has been food price control in which the 
control has been in an upward instead of 
in a downward direction. We have, then, 
actually had governmental controls affect- 
ing food prices which are beyond the scope 
of what we may be accustomed to thinking 
of as food price control. Perhaps there are 
other sorts of food price control to which 
we should give serious thought. 

It is elementary that year to year fluc- 
tuations of food prices are ordinarily, and 
in the main, the result of existing con- 
ditions of supply and demand. Food prices, 
consequently, can conceivably be controlled, 
to some degree at least, through the con- 


trol of the supply of food. The efforts of 
the federal Department of Agriculture, to- 
gether with the various state organizations 
which cooperate to set up agricultural pro- 
duction goals in order to increase food pro- 
duction, are a case in point. Goals were set 
up some months ago calling for increased 
production of foods in 1941. New goals 
were set up for 1942, and even these were 
revised upward. These food production 
programs need to be carried on as an essen- 
tial and coordinated part of any general 
program of food price control. I can ima- 
gine no better method of preventing food 
shortages from resulting in undue rises in 
prices than by preventing shortages by pro- 
viding for adequate production and stocks 
of food. Not only is it safer to provide for 
adequate supplies to meet possible contin- 
gencies, but it is probably also more efh- 
cient. 

Food control methods to allocate in- 
adequate supplies are necessarily inefficient. 
Take, for example, a limitation of the num- 
bers of pounds of sugar which a consumer 
may buy. This involves re-packaging of 
large sacks, with the attendant waste of 
time of employees and waste of packaging 
material. Any severe rationing also involves 
loss of time, and efficiency of people stand- 
ing in line to get their quotas. A relatively 
small amount of additional effort in agri- 
culture can presumably avert much of the 
effort and time which would be necessitated 
by price fixing and rationing. When all our 
available effort is required in prosecuting 
the war, we can ill afford the effort in- 
volved in determining upon and policing a 
multitude of regulations concerning retail 
food prices and rations to individuals. 

There are, of course, likely to be some 
instances of real shortages of particular 
foods. However, there is so much oppor- 
tunity of substituting one food for another 
that but little food price fixing should be 
required to deal with such shortages if we 
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provide for and execute production pro- 


grams properly. 

I recognize that the production control 
efforts of the federal Department of Agri- 
culture have an unfortunate background. 
In some ways this makes it difficult to meet 
the present situation. The leaders in the 
Agricultural Adjustment Program have ef- 
fectively preached the doctrine that we 
have had a general surplus of agricultural 
production. They have convinced many 
farmers that important improvements in 
farm income may be obtained through re- 
ducing agricultural production. Although 
the doctrine has been largely false, the 
preaching has been so effective that there 
was considerable resentment among the 
farmers and local farm leaders to the state- 
ment issued about a year ago by the Secre- 
tary of Agriculture urging an increase in 
hog production. Nevertheless, farmers 
generally have responded to the combina- 
tion of higher prices and higher production 
goals, and a big increase in hog production 
is now underway. 

Furthermore, I am glad to say that the 
adjustment programs which were supposed 
to reduce the total volume of agricultural 
production in recent years have really not 
done so in any important degree. True, 
cotton, wheat and tobacco production have 
been reduced. Even the production of corn 
has been materially reduced, but this has 
been accompanied by a greatly expanded 
production of soybeans and other legumes. 
Curiously enough the increased production 
of high protein feeds makes for a more 
efficient use of carbohydrates such as corn 
in the feeding of animals. In spite of a 
reduced production of corn, our most im- 
portant animal feed, we seem to have had 
fully as large, perhaps an even larger, 
effective production of animal feed. For 
evidence of the fact that the adjustment 
programs of recent years have not really 
reduced the total volume of agricultural 


production, one merely needs to observe 
the index of the volume of agricultural 
production which is compiled by the Bu- 
reau of Agricultural Economics. 

One of the difficulties to be overcome in 
developing a program of abundant agri- 
cultural production is the deeply grounded 
notion that the price of each and every 
farm product should be maintained at what 
is termed “parity.” The average price re- 
lationships of the years 1910 to 1914, are 
not such as to maintain a well-balanced 
production of agricultural products in the 
present day. A maintenance of such price 
relationships consequently involves an in- 
efficient system of acreage allotments and 
checking on compliance even at a time 
when the average level of farm product 
prices is up to parity. 

This brings me to my last point. Food 
price control should be such as to encourage 
a well-balanced production of foods. This 
is fully as important an objective as that 
of preventing undesirable price rises. In- 
deed it is one of the means to that end. 

Let us take a case in point. Due to war- 
time needs and the reduction in imports 
of some of the vegetable oils, it is important 
that a large volume of vegetable oils be 
produced in the United States. One of the 
important food oils is soybean oil, and our 
soybean production is mainly in the heart 
of the cornbelt. Consequently, in order to 
encourage an adequate production of soy- 
beans, soybean prices should be maintained 
at levels which make it profitable to grow 
this crop in competition with corn. A farm 
price for soybeans of approximately twice 
as much per bushel as that for corn is neces- 
sary if returns from growing soybeans are 
to be approximately equal to the net re- 
turns from growing corn. 

It is true that in recent years there has 
been a very marked increase in soybean 
production, in spite of the fact that soybean 
prices have not been so high relative to 
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corn. Corn prices have been maintained at 
very attractive levels through the efforts 
of the Agricultural Adjustment Adminis- 
tration and the Commodity Credit Corpora- 
tion, but their programs have involved a 
rather rigid restriction in corn acreage. Soy- 
bean production has increased, not because 
soybean prices were attractive relative to 
corn prices, but because farmers did not 
have the alternative of obtaining the good 
prices afforded by the corn loan program 
if they planted all the land suitable to that 
crop. But now the increased demands for 
food which have developed with our grow- 
ing industrial production and general war- 
time economy promise to maintain a profit- 
able level of corn prices even without the 
benefits of the corn loan program. Hence, 
acreage is likely to be shifted out of soy- 
beans and into corn if soybean prices are not 
maintained at a level which will give re- 
turns commensurated with those to be ex- 
pected from corn. Nevertheless, the De- 
partment of Agriculture has recently es- 
tablished a loan value on soybeans which is 
only about 1.4 times the loan value of corn. 

I am quite ready to agree that changes in 
relative costs of production since the years 
1910 to 1914 would justify a somewhat 
lower price for corn than the legally de- 
fined parity price. However, it would seem 
that to establish a “comparable” price for 
soybeans which is less than twice as much 
per bushel as the parity price of corn will 
tend to discourage soybean production at 
the very times at which it ought to be 
stimulated. 

The Office of Price Administration re- 
cently set a ceiling price on soybean oil 
which, with present soybean meal prices, 
would seem to justify the price of $1.50 a 
bushel on soybeans. At the present time 





this is pretty well in line with corn prices. 
However, if prices paid by farmers, and 
hence parity prices, for corn should rise 
materially in the next few months, this 
would presumably mean an advance in the 
loan values and prices for corn. Soybean 
prices would then be too low relative to 
corn for them to compete effectively with 
corn in the corn-belt, unless soybean meal 
prices increased much faster than corn 
prices. 

I have tried to discuss in this paper 
several of the important problems that I 
consider to be pertinent to food price con- 
trol. These problems have many ramifica- 
tions with regard to the broader aspects of 
our wartime economy and with regard to 
specific problems of individual commodi- 
ties, individual marketing agencies, indi- 
vidual food producers, and individual con- 
sumers. It is obviously impossible to go into 
all these ramifications here. Perhaps I have 
already gone into too much detail. In any 
event it may help to sum up my general 
conclusions in a few words. 

Food price control is likely to be an 
essential and very important part of our 
wartime economy. However, we should 
avoid, so far as possible, the type of food 
price control which involves fixing of 
retail prices, and the attendant effort and 
annoyance of various forms of direct con- 
sumer rationing. This can largely be 
avoided (1) through control of consumer 
demand by appropriate measures of 
treasury finance, which will prevent infla- 
tion and (2) by providing for an abundant 
volume of agricultural production, partly 
through production goals, and partly 
through a type of wholesale price control 
designed to guide agricultural production. 
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CO-OPERATIVE ADVERTISING OF 
FOOD PRODUCTS 


J. W. MILLARD 
Arthur Kudner, Inc. 


HEN Yamamoto three weeks ago 

W cut the cable which moored this 
Food Marketing session to the “Defense 
Program,” I was reading a circular letter 
from my Agricultural County Agent on the 
national need for increased egg production. 
There was enough caution in the letter 
against any permanent plant expansion to 
remind me that an old familiar quotation 
had no more trustworthy authority than 
Gulliver. 

You will recall the quotation—“And he 
gave it as his opinion that whoever could 
make two ears of corn, or two blades of 
grass, to grow upon a spot of ground where 
only one grew before, would deserve better 
of mankind, and do more essential service 
to his country, than the whole race of poli- 
ticlans put together.” 

During the past decade, in the United 
States, Gulliver would have found more 
farm problems to confuse and confound 
him than he ever did in Brobdingnag. To 
clear up any misunderstanding about my 
farming experience, I have lived on a 
65-acre poultry farm for six years—long 
enough to be reminded six times of what 
Mark Twain said about Rev. Beecher’s 
farm, “He was a very inferior farmer 
when he began, and he is now fast rising 
from affluence to poverty.” 

Partly, my unenviable profit record has 
been due to “more eggs than market.” 
Partly, it has been due to high production 
costs. One of my associates likes the story 
of the Mid-Western farmer who was doing 
a little survey work on an eastern vacation. 
After looking over a small, sour-soiled, 
stony farm, he exclaimed to one of our 
natives, “I don’t see how you make a living 


here.” Dryly, the native answered, “I make 
it on the expenses I ain’t got.” 

To the extent that production error and 
extravagance are causes, our State and Fed- 
eral Agricultural services have been of 
great assistance. Frequent bulletins counsel 
on procedure and give seasonal warnings of 
pending tasks. Regular meetings and field 
trips dramatically contrast good and bad 
management. Cost accounting is encouraged 
and a field accounting service is available 
for a nominal fee. To the degree these ef- 
forts were successful they have tended to 
increase the market surplus of eggs. 

Let me pass the abnormal situation now 
confronting us and ask “What was being 
done about the surplus?” It is not necessary 
to review here our national government’s 
recent struggle with the control of com- 
modity surpluses nor is it a slight of able 
work and planning to skip developments 
like our rapidly growing cooperative egg 
auction. These things have been palliative 
but clearly not a complete or permanent 
solution. 

More than thirty years ago some farm 
organizations began to tackle the surplus 
problem in its entirety—began the develop- 
ment of programs which comprehended 
scientific production, rigid grading, ade- 
quate processing and packaging, orderly 
marketing and the expansion of con- 
sumption. Until two and a half years ago 
I had assumed that the merits of these 
programs were accepted in their entirety by 
agricultural economists. Then I read an 
address by a government economist before 
a meeting of State extension directors 
which spread doubt like the latest knee- 
action, rubber-tired 75-bushel model. 
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This address was titled “Advertising 
Programs for Farm Products.” It opened 
with a quotation from an advertising execu- 
tive’s sales talk which contained no more 
extravagant puffery for advertising than 
my enthusiastic assertion that I produce the 
best eggs in Hunterdon County, but the 
economist took the puffery seriously and 
began quietly and purposefully to tear ad- 
vertising apart. 

The extravagant boast of the agency man 
was, “A singular feat of recent years has 
been to make the farmer conscious of the 
fact that in advertising lies largely, if not 
wholly, the solution of the problem of in- 
creasing the demand for farm products to 
make it conform with supply.” 

What the economist said in rebuttal may 
be briefed like this: So rapid has been the 
spread of cooperative advertising of farm 
commodities one is inclined to suspect little 
thought of possible consequences is being 
given it by the farmers involved. 

Two things seem to have been taken for 
granted. The first is that consumer adver- 
tising will indubitably reflect itself in in- 
creased consumption. The second is that 
fresh fruits and vegetables can be readily 
and effectively advertised to consumers. 
I’m still paraphrasing and so far still 
reasonably in agreement. In agreemen., 
because one curse in our business is the 
blind belief of many that “It Pays to 
Advertise” without reference to production 
and marketing problems. 

Then the government economist said an 
analysis of four programs—California 
oranges, walnuts, cranberries and raisins— 
would throw some light on these assump- 
tions. I quote, “One would expect nation- 
wide consumer advertising to have been 
very successful in promoting the grower’s 
welfare in all of these cases, and I dare say 
most people suspect that it has been success- 
ful in doing so. And yet in most of these 
cases when representative years of the ad- 


vertised period are compared with those 
of the unadvertised period there is nothing 
positive to attribute to advertising in terms 
of domestic per capita expenditures for 
consumption paid to growers, per capita 
expenditures as a ratio of per capita in- 
come. Whatever material differences there 
are in these variables in favor of the 
advertised period have occurred since 
1919 which is in most cases many years 
after the advertising started. Moreover 
these differences can be accounted for by 
factors other than advertising.” 

Now if that short address was intended 
to discourage overenthusiastic extension di- 
rectors from rushing unprepared to the 
support of hastily conceived advertising 
programs, I hope it succeeded. But if it 
reflects general agricultural market think- 
ing, I deplore what it misstates and what 
it leaves unsaid. 

Certainly most of the growth came after 
many years of advertising and market ex- 
perimentation. That’s the history of most 
successful advertisers. National orange pro- 
duction increased 300% and grapefruit 
700% in the 20 years between 1919 and 
1939. Comparing the same years, 1919 and 
1939, the wheat crop was a quarter less but 
its value three-quarters less. The corn crop 
increased 11% but its farm value was off 
64%. The cotton crop was 4% greater than 
20 years earlier but its market value was 
off 74%. 

Here’s another way to look at how citrus 
has fared in consumption since 1919. Since 
1919 the per capita consumption of oranges 
and fresh grapefruit has increased 100 and 
200% respectively, while the per capita 
consumption of all other fresh fruits de- 
clined. The canned citrus fruit increases are 
even larger. 

What is the lesson in all this? California 
and Florida promotions of citrus ex- 
plosively expanded consumer demand, 
which is the most anybody can reasonably 
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expect from advertising per se. But no 
shortage has been created for the simple 
reason supply has increased faster. 

And there are other factors which affect 
the return to growers, some of which were 
recognized by the economist whom I 
quoted. California was organized to adver- 
tise and market, but the uncontrolled ship- 
pers of either Texas or Florida were free 
to glut a market in a race to get there first. 
The State of Florida established minimum 
ripeness standards for shipping, but unripe 
fruit still gets through at the season open- 
ing to destroy consumer appreciation and 
confidence. The other weaknesses in the 
set-up are no doubt too well known to you 
to require further tabulation. 

When we undertake to plan an annual 
advertising program for the Buick Division 
of General Motors, contrary to common 
opinion, our agency does not coop up its 
writers and artists with pictures, specifica- 
tions and price lists on the new car until 
they have turned out some advertising. Nor 
is the final campaign simply the product 
of conferences with sales and production 
engineers when the new model is ready 
for market. 

Quite contrary to popular belief, paid 
space advertising is only the more readily 
identifiable effort, only a small part of the 
total effort of a vast cooperative enterprise. 
There have been at work for a full year 
a proving ground engineer with tabulations 
on the public’s past experience and future 
wants, then designers who have modeled 
the exteriors, an engine engineer, a chassis 
engineer, a transmission engineer, a body 
engineer, and finally a production engineer 
who fits the product of all these to a mass 
production line. Time is inadequate to de- 
scribe the cooperation between these engi- 
neers as one compromise after another is 
effected to complete the sturdy, powerful, 
well-balanced, streamlined jobs which must 
begin to flow on schedule. At the end of 


the production line starts a distributing or- 
ganization carefully fitted to market po- 
tential. A pre-season campaign has been 
working to balance dealer used-car inven- 
tories and provide added dealer working 
capital. To spark-plug the dealer sales or- 
ganizations, there have been advertising 
and sales previews, a detailed story of 
what the company has produced, what sup- 
port will be given dealers, what the dealers 
and salesmen may do to help themselves. 
In each step of that program the advertis- 
ing agency participates as though it were a 
department in the corporation. An advertis- 
ing campaign? Or a cooperative produc- 
tion and marketing enterprise? 

A smoothly functioning organization like 
this did not spring into being. The auto- 
mobile industry is generally pointed out as 
an example of successful American enter- 
prise, but few know or recall that in the 
past 40 years, over 1,000 different makes 
of cars have been offered the American 
public and scarcely a score remain. But 
there were more cars registered in Brook- 
lyn at the outbreak of the war than there 
were in all Germany. Isn’t it about time 
that we put some all-the-way cvoperative 
enterprise into the marketing of food? 
There is reason enough for many coopera- 
tive food advertising failures in a simple 
tabulation of their appropriations for “na- 
tional” campaigns. And the same is true 
of a great many individual advertising fail- 
ures of which the public knows less. “It 
Pays to Advertise” requires as much ex- 
planation and qualification as “Virtue is Its 
Own Reward.” Take the important basic 
factor of understanding the scope of the 
job to be done. Out of two score or more 
cooperative food campaigns which have 
come to light in the past decade, scarcely 
half a dozen have appropriated amounts in 
excess of $100,000. For what? A national 
advertising campaign? The postage alone 
on one first-class letter to Mr. and Mrs. 
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America cost approximately a million dol- 
lars. And certainly we aren’t going to 
change a nation’s habits or teach new ones 
with a single message. 

Let us realize that only by major ef- 
fort can we secure a major result and then 
begin our planning on a scope and with 
an intensity commensurate with the vast 
size of the American market and its agri- 
cultural industry. 

The fact that the national job is big does 
not mean that it will not yield to small, 
ably conceived and executed local attacks. 
Nor does it foredoom modest national ef- 
forts if they are well organized and timed. 
The campaign of the Pan American Coffee 
Bureau undertaken in 1938 is excellent 
proof of this. 

The Bureau funds available averaged 
about $500,000 a year. But it would be a 
mistake to assume that this sum was an 
accurate measure of the total effort. With 
a full realization of the inadequacy of this 
sum to change a nation’s habits, the funds 
were carefully used to spark-plug the ef- 
forts of roasters and distributors who spend 
$6,000,000 annually in promotion. Full 
advantage was taken of the splendid or- 
ganization facilities of the National Coffee 
Roasters Association by the closest of co- 
operative tie-ups. Allied industries produc- 
ing packages, machinery, brewing devices 
and the like, in fact everyone who earned 
their living directly or indirectly from the 
coffee industry was incorporated in the plan 
of concerted action worked out by the 
Bureau, the National Coffee Roasters As- 
sociation and the advertising agency. 

With an awareness of the important 
roles played by food editors, dietitians, 
home economists, columnists and moving 
pictures, each of these instruments of con- 
sumer influence was studied for special 
utilization. The external advertising cam- 
paign—well the public might have seen 
on the average about 12 advertisements in 





52 weeks. Twelve insertions in the Satur- 
day Evening Post, for example, would 
amount approximately to about 1/300 of 
all the pages of advertising which appear in 
that magazine in a year—I2 pages as 
against a total of 3,000 or more. But when 
this limited campaign did appear in a few 
magazines it was spearheading an attack 
by a great industry which had been seized 
with enthusiasm for the job—a carefully 
cultivated enthusiasm for a clearly under- 
stood objective attainable by a well-timed 
attack. And the result—per capita con- 
sumption of coffee had been more or less 
static for thirty years and in each of the 
three years preceding the inauguration of 
the campaign in 1938 had declined slowly 
but steadily. The campaign arrested this 
decline and shot per capita consumption to 
new all-time high levels. 

The misconception of cooperative ad- 
vertising revealed in the address to State 
extension directors from which I quoted 
may have developed in part from a recent 
fashion in economic discussions to spot- 
light the faults of advertising. Mr. Kudner 
has commented on this fashion saying— 

“There is a certain pleasant unction in 
that, of course; and, like sun bathing or 
high colonics, it is doubtless healthy if not 
overdone. There has already been an over- 
plus of asking, ‘What’s wrong with adver- 
tising?’? You can tear down any institution 
in the world with a question like that, if 
you ask it sufficiently often. It is the favor- 
ite weapon of the agitator whose axiom is, 
divide to rule. Under its pressure you can 
tear down businesses, friendships, families, 
governments, religion—anything, even the 
dignity of man. The doubt implanted, you 
can say the tapeworm is easily a better 
feeder, the weasel a better fighter, the rab- 
bit a better breeder. You must admit that 
leaves man, except for his brain, a patheti- 
cally inferior creature. 

“So far as I can see, the only thing that 
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is wrong with advertising is the same thing 
that is wrong with everything else. All of 
our institutions have the same fault. The 
church has it. Government has it. The 
medical profession has it. Scientists have 
it, democracy, dictatorship, communism, 
nazism, fascism, monarchy, socialism and 
all the other isms have it. They all fall 
down in one place or another for the same 
reason. And that reason is, they depend up- 
on people to make them work. The human 
race is not yet omniscient nor infallible, and 
therefore anything the human race under- 
takes to do develops weaknesses and flaws.” 


But competent advertising agencies know 
those flaws in cooperative enterprise, a 
knowledge which may account for the 
growing reluctance of strong agencies to 
pay more than scant attention to the recur- 
ring announcements that the XYZ farm 
organization is considering the inaugura- 
tion of a cooperative advertising campaign. 
The correction of this condition should be 
the joint concern of the advertising profes- 
sion and the two associations here in ses- 
sion against the upsets which will come 
with peace. 





USE OF SMALL AREA CENSUS DATA IN 
MARKETING ANALYSIS 


ALFRED N. WATSON 
Curtis Publishing Company 


Epitor’s Nore: The three papers which follow 
were presented at the Joint Session with the Ameri- 
can Statistical Association on “The Use of Census 
Data in Analyzing Marketing Problems.” Vergil D. 
Reed, United States Bureau of Census was chairman 
of the meeting. 

INCE THIS subject is broad in scope some 
S choices have to be made which will 
both narrow and delimit the area of dis- 
cussion. It will be necessary, for example, 
to refer only to the so-called consumer 
market and to confine my remarks to se- 
lected portions of that large body of data 
which the Census Bureau collects, tabu- 
lates and publishes. It is scarcely necessary 
to mention some of the more obvious ways 
in which census data may contribute to an 
intelligent approach to the problems of 
marketing. Some of these applications, how- 
ever, have been so widely used that they 
cannot be neglected in any survey of this 
kind. 

Other important uses have been made of 
data collected but not published by the 
Bureau. Many of these have been made on 
behalf of private organizations. There re- 
mains, however, a reservoir of information 
which has not yet found its maximum use- 
fulness in the marketing field. My task, 
then, involves a discussion of some usual, 
some special and some potential applica- 
tions of small area census data. 


AVAILABILITY OF SMALL AREA 
Census Data 


The fundamental census geographical 
unit is the enumeration district. The 
United States is divided into more than 
150,000 of these areas, each of which was 
designed to provide from two to three 
weeks of work for a census enumerator. On 
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the average these districts contain less than 
1,000 persons each and may vary in size 
from a few blocks in a large city, to an 
entire township in a sparsely settled region. 
The enumeration districts are combined 
to form larger areas, which in turn are the 
smallest geographical units normally seen 
in published form. 

These minimum publication units usu- 
ally are wards or census tracts, within large 
cities, and minor civil divisions, such as 
townships, outside of large cities. The im- 
portant exception to be noted here is the 
series of publications on selected housing 
data which the Census Bureau is planning 
on a block by block basis in all cities of 
50,000 population or more. Large scale 
block identification maps are also being 
provided, which will facilitate the use of 
block data for analysis of metropolitan 
markets. In addition to this, the Bureau 
recently has published a minor civil divi- 
sion map for each state that will have con- 
siderable value to the market analyst in 
laying out sales territories and assigning 
sales quotas for non-metropolitan markets. 


Some Muisuses oF SMALL AREA DaTA 


So much for the tools with which we 
have to work. The real problem is to use 
the available means with the greatest ef- 
ficiency in marketing analysis. Consider for 
a moment the situation of the manufacturer 
of a nationally distributed product. First, 
he must locate his potential market and 
create a demand for his product. Next, he 
must arrange the distribution of his prod- 
uct to meet the convenience of this market. 

These should be recognized as two dis- 
tinct problems, each of which is subject to 














THE JOURNAL OF MARKETING 





43 





a distinct method of analysis. Considerable 
confusion has resulted in the past from a 
failure to distinguish between the location 
where people live and the place where 
they make purchases. Earlier methods of 
market analysis, some of which persist even 
today, have created impressions concerning 
the location and purchasing power of 
markets which are hardly justified by the 
facts. 

Two examples may serve to clarify the 
problem. One common index to markets 
is based upon per capita sales. This calcula- 
tion is made by combining data from the 
population census, with information from 
the Census of Business. The only factor 
which these two sets of data have fully in 
common is that they pertain to the same 
area. Certainly, evidence is lacking that 
the population of an area accounts com- 
pletely and exactly for the sales of the area. 
Non-residents may have come into the 
area to buy. On the other hand, persons 
living in the area may have gone outside 
the area to make their purchases. The 
dilemma is caused by the fact that par- 
ticular sales are not linked with particular 
families. 

No one, for instance, would credit the 
residents of a city block which contained 
a large supermarket, with either the appe- 
tite or gastronomic capacity to consume 
such a volume of groceries. Yet urban resi- 
dents are constantly being credited with 
purchases made in the city by farmers. Per 
capita sales figures for the city are inflated, 
while a similar calculation for rural areas 
seriously under-estimates the true purchas- 
ing power of the farm market. 

Per capita sales of bread in New York 
City might be a fairly reliable figure, while 
per capita sales of automobiles in Michigan 
obviously would not be an acceptable fig- 
ure. The amount by which a per capita sales 
figure is in error depends upon the size and 
characteristics of the area, as well as upon 


the product. It is my contention, then, that 
the city, the metropolitan area and even 
the county, are for most lines of goods, too 
smal] an area upon which to base per capita 
figures when the computation is made in 
the manner indicated. But these are the 
geographic units which the market analyst 
uses in many of his studies. The conclu- 
sion follows, I believe, that per capita sales 
figures, when collected by independent sur- 
veys of the same marketing area, contain 
an element of unreliability which makes 
them useless for many, if not most, market- 
ing purposes. 

Small area census data have also been 
used for laying out trading areas. Accord- 
ing to one definition, a trading area is a 
region in which buyers’ homes are located. 
Or again, a trading area might be a region 
in which retail outlets are concentrated. 
Either concept is sound. The danger lies 
in claiming both advantages for the same 
region. One frequently sees maps with ir- 
regular contour lines or even perfect circles 
drawn around large cities. The enclosed re- 
gion is supposed to represent the trading 
area of that community. Such analyses can 
have but little meaning or usefulness to 
the business man. Is the designated area 
the place where he should locate his dis- 
tribution points, or where his customers 
live? Possibly it is a kind of compromise 
between the two. Or he might ask, “Are 
the boundary lines located on the basis of 
total purchasing power of residents, or on 
the basis of total sales to both residents and 
non-residents?” 

Here again confusion results from a fail- 
ure to distinguish clearly between the 
marketing problems of, first, locating the 
residence of the buyer and, second, locating 
the place where he makes his purchases. 
Moreover, additional difficulties arise from 
the fact that a solution to the problem is 
sought through the use of parallel but in- 
dependent sets of census data for the same 
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region. The application is no more valid 
in the case of trading areas than it is for 
the computation of per capita sales figures. 
It is my second contention, therefore, that 
the concept of the trading area has very 
limited usefulness for marketing purposes 
when its boundaries are derived from ex- 
isting published data. My own feeling is, 
that this type of analysis is a rough and 
ready approach to marketing problems 
which hardly meets present day standards 
for a scientific measurement of markets. 


OTHER APPROACHES TO THE STUDY OF 
ConsUMER MARKETS 


There are other approaches to the study 
of consumer markets which have greater 
promise of yielding reliable answers. Prog- 
ress already has been made, but the task is 
large, expensive and often requires con- 
siderable facility in handling statistical 
problems of a complicated nature. 

Basically, the method consists in deter- 
mining the expenditure patterns for fami- 
lies having certain combinations of char- 
acteristics. The investigation is usually 
made by means of consumer interviews or 
consumer panels on a sample group of 
families. Subsequent projection from the 
sample to the entire market is made possi- 
ble by the use of published census data. Be- 
cause of its importance this method de- 
serves some elaboration. 

The Department of Labor’s Consumer 
Purchase Study of 1936, and many sub- 
sequent studies by private organizations, 
constantly add to and revise our knowledge 
of consumer expenditure patterns. The 
Census of 1940 provides a basis for projec- 
tion of these sample surveys that is more 
complete and more accurate than any that 
we have had heretofore. 

Many of these studies have demon- 
strated the prime importance of income as 
an index to the family’s purchasing power. 
Secondary characteristics, such as size of 


family, education and occupation of prin- 
cipal earner may have considerable influ- 
ence upon the expenditure pattern which 
develops within these income limits. 

For example, a large family will spend 
more out of a given income on food, cloth- 
ing and shelter than will a smaller family. 
Likewise, because expenses for transporta- 
tion, entertainment and other items are 
less, a small town family will have more 
spendable cash than will a metropolitan 
family with the same income. 

A marked example of this thesis is the 
farm family. Because much of their living 
is provided by the farm, the cash available 
for such diverse items as coffee, clothing, 
and consumer durable goods may exceed 
those of an urban family having an equal 
cash income. This determination of ex- 
penditure patterns under varying condi- 
tions of income and other family character- 
istics is one of the most important research 
problems that confronts market analysts 
today. Certainly, it represents the mini- 
mum information which a manufacturer 
should have in order to locate and take ad- 
vantage of the maximum market potential 
with the least cost. 


MARKETING SIGNIFICANCE OF SPECIAL 
Census TABULATIONS 


I have suggested that earlier uses of 
census data had foundered upon the fact 
that data were not available which matched 
expenditures with family characteristics on 
a family-by-family basis. The Census 
Bureau recently has undertaken to provide 
special studies which will materially assist 
market research in bridging this gap. 

For example, the Bureau can find among 
its records all of the census information 
gathered for any group of families. This 
group might be the residents of a county or 
a city. In that case the Bureau itself will 
publish information about the group. How- 
ever, the group can also be a list of custom- 
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ers of a private organization. The Bureau 
may undertake to provide special tabula- 
tions of census information about any such 
groups of persons on a reimbursable basis 
to cover out-of-pocket expenses. The restric- 
tion which must be emphasized here is 
that the Bureau is prohibited by law from 
revealing information about a particular 
family or business establishment. However, 
since the Bureau has access to these indi- 
vidual records, it can do the matching of 
census records with any list of names fur- 
nished to it, and provide summaries by 
income, occupation, education and other 
census characteristics of the group. 

This use of Census data is not well 
known, yet it has promise of making a sig- 
nificant contribution to the analysis of mar- 
keting problems of individual companies. 
Were these data to be gathered privately 
in the field, the cost would be far beyond 
that which most companies could afford. 
And since these data were gathered under 
official auspices which guaranteed the con- 
fidential nature of any individual return, 
they have a high degree of accuracy and 
authenticity. 

The Census Bureau is keeping pace with 
market research demands in other ways. 
Recently it resurveyed by mail each of the 
farm families in a given county which 
made a return on the 1940 Agricultural 
Census schedule. Each family was asked 
the place where it usually bought a wide 
range of products, such as fertilizer, farm 
machinery and articles for family use. 
These replies were received by the Bureau 
and correlated, farm by farm, with exten- 
sive data taken in the census, Summaries 
of findings were made available to the 
sponsoring organization. Since each family 
could be located on a large scale map, the 
influence of roads, soil type and major 
crops on the family as 2 market could be 
determined with a degree of accuracy rare- 
ly approached in market surveys. 


These methods provide a scientific ap- 
proach to the study of markets because 
parallel sets of data are matched on a 
family-by-family basis and not on an area 
basis. I consider this point to be of the 
greatest importance and its recognition to 
be necessary to sound consumer marketing 
research. The two examples just cited point 
the way to other interesting possibilities for 
special tabulations. No doubt the Census 
Bureau’s potential services in this direction 
will be more heavily drawn upon as these 
new refinements in marketing research be- 
come more widely known. 


Use or SMALL AREA Data IN 
SAMPLING CONTROL 


A final use of small area census data, 
where important strides have been made 
and where I feel still greater advances are 
yet to come, lies in the field of sampling 
control. Although we may expect an in- 
creasing number of consumer surveys to 
be taken by government agencies, especial- 
ly in view of the national emergency, un- 
doubtedly it will remain official policy not 
to gather or publish data on particular 
products or brands. 

This fact means that the manufacturer 
will have available a large amount of data 
from official sources, which, while not solv- 
ing his particular problem, do provide the 
means by which he can save time and 
money in his own field survey work. By 
combining his knowledge of population 
characteristics derived from census data 
with expenditure patterns developed from 
consumer purchase studies, he may narrow 
the scope of his problem until he can afford 
to cope with it. 

Thus, if an official survey showed that 
families having an income of more than 
$1,500 per year accounted for 90% of the 
market for the general class of products of 
which his own product is a member, he 
would avoid a detailed survey of the un- 
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profitable portion of the market. Neither 
would he need to waste interviewing time 
and money among racial, educational or 
occupational types which official surveys 
clearly demonstrated to be a poor market 
for the product group in which he was in- 
terested. The type of family which does 
have the required characteristics can be lo- 
cated by means of small area census data 
and surveyed at a minimum cost. 

At this point I would like to distinguish 
carefully between a sampling survey of a 
particular segment of the population, which 
I have just described, and a sampling sur- 
vey of the entire population. The second 
is a larger and more expensive task, and is 
one which logically might follow the 
more restricted investigations. 

These surveys of broader scope can be 
used to discover new market opportunities. 
They may indicate the possibility for 
changes in product design or packaging 
which fulfill the needs of a wider market. 
Advertising may be made more effective 
and distribution costs may be lowered when 
the marketing characteristics of the entire 
population are known. 

Realizing the need for such surveys, the 
business man is faced with the practical 
problem of how to proceed. Time would 
not allow a detailed outline of procedure 
for applying sampling techniques to field 
surveys. However, two methods of ap- 
proaching the problem can be indicated. 

There are two questions that need to be 
answered before undertaking a sample sur- 
vey: First, What are the characteristics 
of the group which is to be surveyed? In 
other words, what is the definition of the 
statistical universe? Second, What is the 
most efficient way in which this designated 
group can be sampled within the limits of 
the funds available? 

The first question concerning the scope 
of the survey is usually decided by the 
sponsor. The second question relating to 


the technique of doing the job is one which 
challenges the ingenuity of the market 
analyst and statistician. Alternative meth- 
ods of laying out the sample might be 
classified as those which utilize large area 
census data and those which make use of 
small area census data. 

The first method has been used in a 
number of national surveys. The procedure 
consists in setting up a number of “con- 
trols” based on known census data, and 
interviewers are required to obtain a quota 
of reports under each control. Thus, 5,000 
interviews might be apportioned among 
each of the regions of the country in direct 
proportion to the popula‘ion of the regions. 
Moreover, within the region interviews 
would be further apportioned among ra- 
cial, economic, sex, and age groups on the 
basis of large area census data. 

The advantages of this method lie in the 
fact that it is simple and easy to carry out. 
There are, however, some important dis- 
advantages. First, “Controls” are dated. 
As the period of the census is left behind, 
changes in the income, occupation, and even 
age and sex composition of an area may 
occur. This has been especially true during 
the past year. Second, considerable dis- 
cretion is left to the interviewer. So long as 
he stays within the controls he is usually 
free to obtain interviews at his own discre- 
tion. If these should all be among a single 
religious group, for example, that was not 
part of the control, information on food 
consumption might not be representative 
of the region. Third, controls are not en- 
tirely effective. Certain characteristics, such 
as race and economic status or education 
and occupation tend to be correlated. An 
interviewer could fill his quota of high in- 
come reports most easily among white 
families or low educational levels among 
domestic servants. Additional two-way con- 
trols would have to be set up to detect the 
fact that all high income families in the 
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sample were white, or that all respondents 
without a grade school education were 
domestic servants. 

The second method of sampling con- 
trol which utilizes small area census data, 
has been applied successfully in a number 
of local investigations, but has not, to my 
knowledge, been used in a national sample 
survey. By this method, the area to be 
surveyed is sub-divided into a large num- 
ber of small areas, and interviews are as- 
signed in proportion to the population of 
each sub-division. In a recent survey a 
town of 100,000 population was divided 
into 125 interviewing areas, making use 
of unpublished census enumeration dis- 
trict boundaries. Interviews were obtained 
from every district. This procedure forced 
a complete coverage of the town and left 
a minimum of discretion to the interviewer 
in his choice of homes. Moreover, data on 
income, occupations, age, and color were 
obtained from the survey itself. The sam- 
ple was not controlled or made to conform 
to pre-conceived ideas of these character- 
istics, 

This method of small area control of 
sampling surveys has promise of provid- 


ing extremely accurate appraisals of mar- 
kets when conducted on a national basis. 
There are a number of technical problems 
involved in this extension, but none of 
them appears to be insurmountable. When 
used in conjunction with small area census 
data, this technique may mark a milestone 
in consumer marketing research. 

In conclusion, I believe it is fair to say 
that we have hardly scratched the surface 
of possibilities for utilizing small area 
census data. I have cast a shadow of doubt 
over some present methods of utilizing 
these data and have indicated several al- 
ternative ways in which the Census Bureau 
has taken the initiative in providing 
sounder approaches to our marketing prob- 
lems. On many of these the statistician 
and market analyst must work together 
if the job is to be done most efficiently. In 
the solution to each of these problems, 
small area census data has and can play a 
central role. It is my conviction that the 
science of analyzing consumer markets 
will reach its highest stage of development 
only when it makes maximum use of such 
cata. 





CHANGES IN FOOD DISTRIBUTION 
CARL W. DIPMAN 


The Progressive Grocer 


HE MACHINERY of retail food distribu- 
‘Lie is extremely complex. The busi- 
ness is so large, there are so many different 
conditions under which it operates, there 
are so many different kinds of stores that 
it is quite difficult to get a clear picture 
of the whole. Moreover, the business is 
constantly changing. Recently the changes 
have been fairly violent. During a period 
of violent change it is especially hard to 
know the facts and to evaluate them 


properly. 


ERRONEOUS IMPRESSIONS CORRECTED 
BY CENSUS 


Let us point out a few respects in which 
the 1939 Census of Business helped correct 
erroneous impressions that prevailed in the 
food trade. 

In the first place food store sales were 
considerably larger than anticipated. 
Among the reasons for the surprisingly 
large food store sales are the following: 
the diversion of considerable relief busi- 
ness into the normal channels of distribu- 
tion; the increase in sales of many side- 
lines in food stores among which are the 
following: drug sundries, paper goods, 
waxes and polishes, electric lamps, house- 
hold supplies, work gloves, photo films, ice 
cream and cigarettes. 

Even though there was an increase in 
the number and sales of large self-service 
stores from 1935 to 1939, yet contrary to 
what many thought there was no decline 
in the mumber of grocery and combination 
stores. In fact there was a substantial in- 
crease. 

Even though large cash-carry stores in- 
creased in number and influence retail 
food sales on a credit basis more than held 
their own. Credit sales in food stores in 
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1939 were nearly $2,500,000,000 as com- 
pared with $1,800,000,000 in 1935. 

Sales of self-service stores in 1939 fell 
considerably short of estimates. For ex- 
ample, the sales of large self-service stores 
doing $250,000 annually or more (super- 
markets) were only about half as large 
as estimated by supermarket enthusiasts. 

The Census showed that chain food 
organization had not yet developed their 
frontiers by 1935 to the extent that many 
in the food trade believed. From 1935 to 
1939 chains increased their proportion of 
total food business in sparcely settled 
states. In three state—Kansas, Arkansas 
and North Dakota—they increased their 
business so sharply that the sales of inde- 
pendents declined. On the other hand, in 
densely populated states in which chains 
had acquired a larger proportion of the 
business by 1935, chains in general de- 
clined in proportion of the whole from 
1935 to 1939 and in two states—Massachu- 
setts and Rhode Island—chains actually 
lost in dollar sales while independents 
surged ahead sharply. 

A study of the Census reports again 
confirms the importance of the wholesaler 
in the food business. Not only did whole- 
sale grocers increase their business 10.6% 
but the number of wholesalers increased 
from 3,833 in 1935 to 3,913 in 1939. Yet 
many people in the food trade were of the 
opinion that wholesale grocers were declin- 
ing in influence and sales. 

There was considerable speculation as 
to the extent to which rural food busi- 
ness was being diverted to the larger towns 
and cities. The Census reveals no evidence 
that food sales are to any extent moving 
from crossroads and country areas into the 
larger centers. While the number of gen- 
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eral stores selling food has declined sharp- 
ly, yet this decline was due more to the 
reclassification of some 20,000 stores be- 
cause of changes in their merchandising 
methods rather than the fact that country 
general stores have gone out of business to 
any extent. Some 20,000 of them are now 
essentially food stores and were so classi- 
fied. 

Consumers cooperatives increased their 
business 100% yet even with this increase 
consumers cooperatives are still a negli- 
gible factor in food distribution. A study of 
the Census reports reveals that they in- 
creased their proportion of the whole from 
1/10 of one per cent in 1935 to 2/10 of 
one per cent in 1939. 

The Census of Business reveals that 
many pantry shelf surveys made by news- 
papers give an erroneous impression of the 
strength of chain stores in those cities. In 
each one of the several cities in which com- 
parisons were possible, pantry shelf surveys 
overestimated the proportion of chain store 
grocery sales and underestimated the inde- 
pendents’ proportion by from 13% to 15% 
of entire food sales in those cities. 


CHANGES IN Foop DistRIBUTION AS 
REVEALED BY THE CENSUS 


Estimated Food Sales in 1941 

Retail food store sales for the year 1941 
will be the largest in history. From pres- 
ent indications food store sales this year 
will be $1,400,000,000 higher than in 
1940, an increase of 12.5%. 

Total retail store volume will aggregate 
$12,750,000,000 in 1941, thus topping the 
all-time high of 1929 by $250,000,000, 
even though in 1929 retail food prices 
averaged 20% higher than at present. This 
increase in sales of $1,400,000,000 will be 
distributed throughout the industry, small 
stores and large stores, independents and 
chains all enjoying gains over last year. 
The increase will be almost evenly dis- 


tributed between independents and chains. 
Independent grocery and combination 
stores will increase their sales about 
$580,000,000 this year; chain grocery and 
combination stores about $600,000,000; 
specialty food stores, among which inde- 
pendents predominate, $220,000,000. 

The percentage rate of increase is con- 
siderably higher among chains than among 
independents owing to the fact that chains 
are opening large self-service markets at a 
more rapid rate than independents. The 
increase among chains is largely con- 
centrated in their large self-service stores. 
Sales among medium-sized and small chain 
units are continuing to decline this year. 

On the other hand, the independents’ 
increase is fairly evenly distributed, both 
large and small stores on the average en- 
joying greater sales. Sales of country food 
stores, most of which are medium-sized 
and small stores, are particularly brisk this 
year, reflecting the improved conditions 
that prevail in agriculture. Geographically, 
sales increases are spotty, the defense cen- 
ters of course showing phenomenal in- 
creases. 

Consumers with fixed and small incomes 
are those most acutely affected by the pre- 
vailing higher food prices. While the pres- 
ent emergency continues and durable con- 
sumer goods purchases decline, it is likely 
that food expenditures will make up an in- 
creasingly larger proportion of the con- 
sumer retail expenditures. 

Among independent stores there is a per- 
sistent demand for charge and delivery 
service this year. Under present conditions 
few independents find it desirable to 
change the character of their business from 
charge-and-delivery to  cash-and-carry. 


Some consumers demand more services 
when their incomes rise and many inde- 
pendent service stores in favorable loca- 
tions are experiencing substantial increases. 

The self-service and large store trends 
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are continuing, particularly among chains. 
Independents are continuing to rearrange 
their packaged goods on self-service floor 
plans but continuing certain of their serv- 
ice features, converting their stores into 
semi-self-service operations. 


A Review of Present Trends 


Let us summarize the major changes 
that are taking place in food distribution 
at the present time. 

Even though the food trade is still build- 
ing large self-service stores there is ap- 
parently no decline in the total number of 
retail stores. When chains discontinue their 
small stores, there is a constant flow of ex- 
chain store managers into the ranks of in- 
dependent grocers, frequently in the same 
premises vacated by the chain. Now there 
are thousands of ex-chain employees listed 
among independent food merchants. 

The chain organizations with but a few 
units that still cling to the small store 
policy are in general having hard going. 
Under present conditions it seems difficult 
for small chain units to compete with the 
large self-service stores on the one hand, 
and the local or neighborhood service 
stores, usually independents, on the other. 
Many small units of chains cannot make 
the price and glamor appeal of the large 
self-service stores nor offer the service 
features and long hours of local independ- 
ents. 

Among self-service stores mere size 
alone is not the only or even the prin- 
cipal factor that determines success. 
Obviously stores must have sufficient size 
to provide variety of merchandise and 
economy of operation. But under many 
conditions self-service stores that do $3,000 
a week, stores sometimes called superettes, 
are in a favorable position. They have the 
variety and economy of operation of the 
larger market and in addition are fre- 
quently able to offer convenience of loca- 


tion and more personal service than the 
giant stores. 

There is no great amount of activity at 
present among local multiples or small 
chains in the direction of opening large 
self-service units. The competition of the 
large chains is apparently too swift for 
them. Thus whether we like it or not, a 
larger portion of the chain store volume is 
falling into the hands of a dozen or two 
dozen of the large corporate chains. We 
are all of course familiar with the rapid 
rate at which some of these large chains 
are entering the manufacturing and con- 
trolled label business. In that situation lies 
the seed that may eventually provoke so- 
cial and political activities of considerable 
consequence. 

There is no particularly new activity 
among voluntary and cooperative groups. 
The racketeer groups were fairly well 
cleaned out by the Robinson Patman Act. 
Groups that operate intelligently, groups 
that make a sincere effort to help retailers, 
for the present are making a worth while 
contribution to independent stores, al- 
though the growth in the number of units 
is at a standstill. In fact at present, now 
that buying is fairly brisk, there is some 
evidence that some of the larger and more 
independent-minded grocers show less al- 
legiance to their groups and frequently 
display an indifference to group merchan- 
dising activity. These large grocers are, 
however, interested in any buying ad- 
vantages that affiliation may entail, and 
the extent of their allegiance may be large- 
ly governed by their buying economies. 
Organizations that offer no buying econo- 
mies at present frequently suffer losses in 
large store membership. 

The acute labor situation is accelerating 
the self-service and semi-self-service trend. 
In addition to grocery and dairy depart- 
ments self-service is rapidly being extended 
to fruits and vegetables and to a limited 
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extent to fresh meats. Self-service in meats 
is still confined to large stores where a 
self-service meat department is an adjunct 
to the regular meat department and not a 
substitute for it. For the present self- 
service in fresh meats has little or no 
application to meat departments in 
medium-sized and small stores. 

Because of advancing expenses of opera- 
tion and the acute labor situation, charge- 
and-delivery food merchants are eliminat- 
ing extravagances of service. An increasing 
number of merchants are making charges 
for delivering orders under say $1.00 or 
$1.50 and occasionally charge one per cent 
or two per cent for credit service. 

The opening of large self-service mar- 
kets seems to be approaching the saturation 
point in some areas. In other areas they 
are still being opened at a fairly brisk 
rate. At present some of the chains are 
displaying a feverish activity in developing 
their open territories, apparently in an at- 
tempt to beat the building material short- 
ages that are approaching. Most observers 
believe that 1942 will see the rate of large 
store openings drastically curtailed. And 
now that more modern, streamlined mar- 
kets are available to consumers the rate 
of mortality among the early crude ware- 
house markets has been high. In some 
areas they have almost disappeared en- 
tirely. But now that there will be curtail- 
ment in the building of new stores, those 
remaining crude markets may temporarily 
survive. In fact we may even see occasional 
openings in automobile salesrooms that 
may become available. 

But when large self-service stores be- 
come numerous in any one community 
competition among themselves becomes 
acute. That frequently results in sales de- 
clines. Plants then operate only to partial 
capacity, while fixed expenses remain. 
Hence operating expenses of large mar- 
kets frequently increase and they lose some 


of the advantages that contributed to their 
— success. The operating expenses of 

8% or 10% that we all talked about a 
few years ago have pretty well disap- 
peared. Today they are more likely to be 

12% or 14% or even 16%, depending 
upon local conditions. 

There has been a tremendous amount of 
loose talk about food store operating ex- 
penses, Some one may say that so-and-so 
has an expense of 10%. But one must im- 
mediately ask what departments does this 
expense cover—only dry groceries or the 
entire market? Usually it covers only dry 
groceries. Moreover, one must ask what 
services does the expense cover, and which 
expense items have been passed back to 
wholesalers or manufacturers and are per- 
haps included in the price at which mer- 
chandise is billed into the stores. When 
one makes these inquiries there is usually 
a catch connected with the 8% or 10% 
alleged expense. 

One or two of the large chains, for pur- 
poses of publicity, Lege | about their operat- 
ing expense of 12%. But never do we see 
a statement as to how the 12% is deter- 
mined, how much it covers, whether it in- 
cludes administrative overhead, at what 
price controlled brands are charged into the 
retail stores, and how much of the system’s 
promotion, advertising and administrative 
expense is included in the cost at which its 
controlled lines are charged into retail 
stores. Maybe these chains do have a 12% 
expense, yet it is rather significant that 
other chains who publicly declare an operat- 
ing expense of from 16% to 17% are suc- 
cessfully competing. 

But when it comes to operating expenses 
it may surprise some of us to learn that 
the little hole-in-the-wall, papa-and-mama 
grocery store frequently has the lowest 
expense of all. If the proprietor owns his 
building, lives in the back room or on 
the second floor, and has no help outside 
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of the family, he has practically no ex- 
penses—perhaps only 5% or 6% of sales. 
That is one of the reasons why so many 
of these small merchants remain in business 
and from the standpoint of pure economics 
one might say that they are among 
America’s most efficient businessmen. 
Operating expenses vary greatly from one 
store to the next depending upon their 
setup. Included among medium-sized and 
small independents are units that have no 
difficulty in meeting the expense percent- 
ages of the largest and most efficient self- 
service markets. 

While discussing operating factors let us 
point out that convenience of location is 
still a strong factor in attracting retail 
trade, particularly certain kinds of retail 
trade. We have already discussed the spill- 
over business that frequently accrues to 
local independents when chains discontinue 
their smaller units. A. C. Nielsen’s studies 
reveal that among medium-sized and small 
neighborhood stores 28% of the chains’ 
and 35% of the independents’ customers 
visit their stores daily, while but 14% of 
the large supers’ customers visit stores 
daily. That explains why bread sales are 
more than twice as high in neighborhood 
stores in proportion to total sales than in 


large markets. To some extent the rela- 
tionship holds in the sales of other con- 
venience goods like fluid milk, cigarettes 
and perishable items. The large markets on 
the other hand have the advantage of 
larger orders and a greater variety of 
customers, 

Food merchants everywhere at present 
report increases in the sales of better qual- 
ity, better grades, and better brands of 
merchandise. Highly processed foods, 
ready-to-serve foods are enjoying particu- 
larly brisk sales, due in part to house- 
wives’ desire for convenience and leisure 
and in part to the difficulty of securing 
domestic help, obliging some housewives to 
do their own cooking. Labor-saving foods, 
convenience foods, are therefore in great 
demand. It is not surprising then that 
there is continuous interest on the part of 
consumers in inside-the-store displays. In 
addition to seeking the answer to that 
question, “What shall I have for dinner?” 
housewives seek information in store dis- 
plays in nutritional values, how to prepare, 
and how to eliminate kitchen drudgery. 
They are obviously interested in the price. 
Yet the price appeal alone frequently does 
not have the pulling power it had a few 
years ago. 
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SOME RECENT CHANGES IN 
INDUSTRIAL MARKETS 


LOWELL J. CHAWNER 


United States Department of Commerce 


HE REQUIREMENTS of a nation at war 
. changing the industrial and geo- 
graphic character of the markets for pro- 
ducers goods in the United States, both 
those during the war and those which may 
be expected to follow, to such an extent 
that I have taken some liberties with my 
original assignment which referred solely 
to Census data. In addition to a review of 
the changes which immediately preceded 
the war and are reflected in the several 
censuses of 1939, this paper consequently 
includes a few comments upon some of the 
shifts which are occurring today in in- 
dustrial markets, particularly the markets 
for producers durable facilities. 

A difference which is widely recognized 
in evaluating markets for the products 
sold to industrial users is that between 
fabricating materials and operating sup- 
plies on the one hand and new plant and 
equipment on the other. The demand for 
fabricating materials is a direct function of 
current operations, although from time to 
time it may also reflect some forward buy- 
ing or, conversely, a drawing down of exist- 
ing inventories. The demand for many 
other consumable industrial goods at a par- 
ticular time also depends largely upon the 
level of operations in the industries in 
which such goods are used.” 


"The Census of Manufactures for 1939, as in 
earlier years, has secured considerable data upon the 
consumption of specific materials. These data are 
available for 132 selected industries, especially in 
the food products, metal products, textiles, and ap- 
parel groups. In every mining and manufacturing 
census for many years data have been reported by 
all establishments showing the total cost of all ma- 
terials, supplies, purchased power, and contract work. 
These data are well known to all students of mar- 
keting problems. 


The demand for new capital facilities 
(buildings, machinery, and other equip- 
ment) has a fundamentally different rela- 
tion to current operations. Over long 
periods of several years the outlays for 
this purpose are not necessarily related 
to the magnitude of current operations but 
are more frequently a function of changes 
in products or methods of manufacture. 
This distinction is especially valid when 
comparing the markets for industrial facili- 
ties in a number of different industries. In 
this paper we shall deal principally with 
the markets for new plant and equipment, 
especially in mining and manufacturing in- 
dustries, 


CRITERIA OF INDUSTRIAL MARKETS 


The markets for fixed capital facilities 
are influenced by many factors, economic, 
technological, and governmental. Data 
upon these influences frequently are use- 
ful as criteria with which to indicate the 
relative size of the markets for machinery, 
buildings, and other plant and equipment. 
Some of these factors are listed in the fol- 
lowing brief paragraphs. 

(1) The relative importance which 
fixed capital facilities, as contrasted with 
direct labor, play in a given industry. For 
example, in petroleum refining the con- 
tribution of fixed capital to the value added 
by manufacture is relatively high. In the 
apparel industries, wages and _ salaries, 
rather than capital cost, are the predomi- 
nant elements in the value added by manu- 
facture. 

(2) Shifts in products, technical processes 
and in the location of industries. The most 
active markets for capital goods are in 
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industries, geographic areas, and individual 
concerns in which these changes are most 
rapid. 

The requirements for the replacement of 
facilities essentially identical with those in 
place is relatively small. Machinery and 
structures seldom wear out to the extent 
that they are unable to perform the func- 
tions for which they were originally pur- 
chased. 

In the case of nearly all types of durable 
goods, either for producer or consumer 
use, the demand for them is established 
not as the result of complete wearing out 
of such facilities, but as the result of a 
process of obsolescence through the devel- 
opment of improved units which are more 
efficient than the units previously in place. 

(3) The rate of physical production of 
a commodity relative to previous levels 
and to the availability of present facilities 
for this purpose. Also extreme urgencies 
in the requirements for public purposes, 
such as for military supplies in 1917 and 
1918, and at the present time, have re- 
sulted in unusually large direct public 
expenditures for productive facilities. Since 
the early summer of 1941, capital expendi- 
tures for industrial facilities have been 
dominated by the requirements for mili- 
tary purposes. For the year 1941 as a 
whole, nearly three-fourths of all manufac- 
turing facilities constructed are essential 
for these purposes. 

(4) The profitability of leading enter- 
prises in a given industry. The concern in 
an industry which is most profitable is not 
always the one which expands its facilities 
or adds new equipment. Such expenditures 
in an industry, however, are much more 
likely to be made if it is known or believed 
that one or more concerns in that industry 
have found profitable the introduction of a 
particular type of equipment. Thus, capital 
expenditures frequently are made by a 
given concern to enable it to compete more 


effectively with one of its more venture- 
some competitors. 

(5) Industrial migration from one 
region of the country to another due to 
local differences in power resources, labor 
costs, industrial relations, State and local 
taxes, availability of materials and skilled 
workmen, and similar factors. 

(6) The attitude of individual enter- 
prisers with regard to the outlook for the 
future. 

(7) Government policies relating to 
taxation (tax rates, depreciation, amortiza- 
tion, and the reinvestment of net income) 
and to the public ownership of production 
facilities, and similar problems. For ex- 
ample, in the calculation of net income, 
the Revenue Act of 1918 made possible 
complete and rapid depreciation charges 
for the replacement of all machinery and 
other plant facilities which had been re- 
quired in the prosecution of the war. This 
provision clearly stimulated capital ex- 
penditures for new plant and equipment in 
1919 and 1920. 

The factors listed above provide useful 
criteria in evaluating the markets for in- 
dustrial capital goods. As already indicated 
the future markets for such goods cannot 
be determined solely in terms of industries, 
geographical areas and individual concerns 
which have been the principal purchasers 
in the past. Changes are especially marked 
in the demand for such products. Conse- 
quently, it is necessary in evaluating the 
markets for machinery, equipment, build- 
ings and other industrial facilities to con- 
sider the basic factors underlying the de- 
mand for such products. 


Data Upon Markets ror MACHINERY, 
PLANT AND EqQuiIPMENT 


In 1939 the Census of Manufactures for 
the first time obtained data upon the capital 
expenditures by each operating manufac- 
turing establishment in the United States 
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Taste I. Vatue Appep anD Tora Horsepower 1929 AND 1939; CAPITAL ExpenpirurES 1939; Net CAPITAL 
Assets or ALL Enterprises (CorpoRATE AND UNINCORPORATED) DECEMBER 1938; 
Att Manuracturinc Inpustry Groups. PERCENTAGES OF TOTAL 



































Capital , 
Value Added Total Expendi- Capital 
Industry Group Horsepower tures Assets 
1929" 1939 1929" 1939 1939 | Dec. 1938 
Food and Kindred Products................. 11.0 14.4 11.2 11.0 14.5 15.4) 
BP errr ert e Py, 7.4 9.6 7.2 6.4 7.0 
Apparel and Related Products............... 6.4 5.6 0.5 0.5 1.1 0.9 
Lumber and Timber Basic Products.......... 3-7 2.5 6.5 g.1 2.1 5.2 
Furniture and Finished Lumber Products... .. . 3.5 2.§ 2.6 2.6 i.3 1.9 
Pulp, Paper and Allied Products............. 3.9 3.4 7.7 8.1 5.4 §.1 
Printing, Pub. and Allied Industries.......... 7.9 7.2 1.6 1.5 3-5 3.9 
Chemicals and Allied Products............... 6.0 7.6 5.6 7-9 10.3 7.8 
Petroleum and Coal Products................ 2.7 2.7 3.1 4-7 8.8 7.5? 
I a ee 1.8 1.6 2.0 1.9 2.1 1.2 
Leather and Leather Products............... 2.6 2.4 1.1 0.9 0.9 0.7 
Stone, Clay and Glass Products.............. 5.5 3.9 7.0 5.9 4.1 5.0 
Iron and Steel and Products................. 12.5 12.0 23.6 24.7 12.4 17.3? 
Nonferrous Metals and Products............. 4.9 3.3 3.6 3.9 2.5 2.9 
EP RCCEROEUE DOMOMMNOET 6 occa oss s cseswsevewesens 4.6 4.1 2.3 2.0 2.6 2.1 
Machinery (except Electrical)................ 8.8 8.0 $.9 5.1 6.2 6.0 
Automobiles and Equipment................. 6.6 . 3-7 4-4 8.6 5.0 
Other Transportation Equipment............. 1.2 1.9 1.8 - £8 2.2 
Tobacco Manufactures.................-005- ‘3 5.4 0.2 0.2 0.5 0.5 
Miscellaneous Industries..................-. 2.7 2.8 0.9 :.2 2.2 2.6 
j | 
Total All Manufacturing. ................. 100.0 | 100.0 100.0 100.0 100.0 100.0 








* 1929 figures exclude railroad repair shops. The 1929 tabulations did not show all of the industry groups indi- 
cated above for that year. The figures for 1929 have been estimated as closely as possible to correspond with the 
1939 classifications shown above. The total “value added” used in computing the above table was $30,157,000,000 
in 1929 and $24,683,000,000 in 1939. To the Census figure for value added in 1929 a deduction has been made to 
correct for the excise tax included in that year but not included in 1939. The total horsepower was 41,123,000 in 
1929 and 51,154,000 in 1939. 

1 The figure shown for the food and kindred products group of industries includes some assets used for distribu- 
tion purposes such as retail outlets owned by bakery manufacturing corporations. 

2 The figure shown for the petroleum and coal products industry has been adjusted to exclude assets of petroleum 
concerns used for other than manufacturing purposes. For this adjustment it was assumed that the capital assets 
of the refinery divisions of petroleum corporations were 25.6 percent of the total assets of such corporations (manu- 
facturing, mining, distribution, and other). See study made for Temporary National Economic Committee, Part 
14A, page 7701. 

* The figure shown for the iron and steel products group of industries includes some assets used not for manu- 
facturing but for ore mining and transportation. Since most of the properties of the latter types are owned by 
subsidiary corporations reporting separately to the Bureau of Internal Revenue it is believed that the amounts of 
the assets used for these purposes but reported by manufacturing corporations are relatively small. 

Source: “Value added,” “total horsepower”’ of all prime movers and electric motors driven by purchased energy, 
and “capital expenditures” for plant and equipment; Bureau of the Census. “Net capital assets” derived from 
Statistics of Corporation Income, Bureau of Internal Revenue, plus allowances for unincorporated enterprises, the 
latter adjustment was made using Census of Manufactures data upon number of employees of manufacturing 
establishments in 1939 tabulated by type of legal organization. 


in that year. These primary data do not and buildings constructed for leasing to 
include the construction of entirely new manufacturing concerns and they exclude 
plants not in operation during the year. capital expenditures for jigs, dies and other 
Also they do not include new machinery equipment not charged to depreciable ac- 
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TaBLe II. SELectep Statistics FoR MINERAL INDUSTRIES IN 1929 AND 1939! 
(Dollar figures in millions; Horsepower in thousands) 





















































Aggregate Cost of Buildings, 

Value of Products Horsepower Machinery and 

Industry Rating? Equipment® 
1929 1939 1929 1939 1929 | 1939 
ATi sndustries, total’... ...... 000050000. $2,392.8 /|$1,749.6 7,515 8,888 $84.5 | 9.9 
— ——— 

0 SEP rere err re eye 1,352.6 920.5 4,166 4,384 | 40.5 | 35.6 
Bituminous and lignite.............. 966.7 730.8 3,124 35347 34-9 30.7 
hearin krarsis doce ee 384.9 189.6 1,041 1,037 5.6 4-9 
Oe Se ke eee eer ie 633.8 515.0 1,699 2,196 23.2 22.9 
NS rsh e e sg ala teen meee 197-3 150.9 499 573 3.6 Pw 
SE eee rr re 283.5 141.6 702 753 13.1 5.9 
coher d San gee wic aed baie 4.7 86.1 70 286 2 5.2 
ee re eee 67.6 31.5 194 193 1.9 0.6 
De tea cek shape sak xale een 44-9 on. 163 152 1.8 0.8 
Ne re 3.8 28.0 20 110 0.4 3.9 
ER RIPEN gener oe 8.5 19.7 29 43 0.4 0.6 
ee ee ee pees 2.2 2.5 6 15 O.1 0.2 
I eta a cite awy dished walaane 2.8 1.8 6 8 0.6 6.3 

ERE ere ree 5.9 0.9 2 5 ° : 
CR Ot at dee 4-4 20.7 8 57 0.1 0.9 
II og eas 4 aiaard ea asl 196.0 117.0 829 1,097 8.2 6.6 
Other nonmetals, total................ 211.5 197.1 821 | 1,211 12.6 12.3 
ee. 102.3 69.1 517 | 643 7.2 ‘.9 
Demy OME PITS... . cc cece ces 37.1 32.4 34 48 1.6 0.4 
er Soh s ins wha nate 10.8 20.8 32 126 0.5 yj 
yg, a re 13.0 12.3 | 104 113 0.8 0.6 
ey ee ee 48.2 62.5 | 135 282 2.5 4.0 














* Less than $50,000. 

1 All figures for 1939 are preliminary and subject to revision. Statistics for operations without products are ex- 
cluded. For industries other than bituminous coal, lignite, and sand and gravel, statistics cover only producing 
operations for which the value of products or cost of development work amounted to at least $2,500; for bituminous 
coal and lignite, statistics cover only those operations that produced at least 1,000 tons of bituminous coal or lignite 
during the year or at which the cost of development work amounted to at least $2,500; for sand and gravel for 1939, 
statistics cover only those operations that produced at least 15,000 tons of sand and gravel during the year or at 
which the cost of development work amounted to at least $15,000; for sand and gravel for 1929, statistics cover only 
those operations that produced at least 25,000 tons of sand or gravel during the year. Statistics are excluded for 
noncommercial production of stone and sand and gravel obtained from mines or quarries operated by governmental 
agencies, public utilities, or construction companies or contractors producing wholly for their own use or on contract 
for governmental agencies. 

2 Aggregate horsepower rating of prime movers and electric motors driven by purchased energy in use or available 
for use at the end of the year. 

3 Figures for 1939 represent permanent additions and major alterations (including installation costs) which were 
charged during the year to capital-asset accounts and for which depreciation accounts are ordinarily maintained. 
Minor additions and replacements and the cost of land are excluded. Figures for 1929 represent machinery and 
equipment, excluding installation costs. 

* Petroleum mining not included in 1929 Census. (Tabulations for 1939 not completed 12/15/41.) 

5 Includes manganiferous iron ore. 

Source: Bureau of the Census, Department of Commerce. 
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counts. In nearly all industries, however, 
the returns on this subject are believed to 
have covered from 80 to 95 per cent of 
the total of all expenditures by manu- 
facturing concerns upon additions to plant 
and equipment. Using these primary data, 
estimates have been made of the total ex- 
penditures for plant and equipment by 
manufacturing concerns in 1939 including 
allowances for the types of works and 
structures noted above but excluding land. 
These estimates are the basis for the per- 
centages shown in Table I. A preliminary 
estimate of the total of such expenditures 
is $1.6 billion for the year 1939. 

The Census of Mineral Industries has 
obtained similar data showing the costs of 
buildings, machinery and equipment in all 
of the mineral industries both in 1929 and 
1939 with the exception of petroleum min- 
ing which was not included in the 1929 
Census. (See Table IT) 

From 1869 to 1929, with the exception 
of one year, each Census of Manufactures 
has secured data upon the horsepower of 
prime movers used in manufacturing. 
These data were included again in the 
Census of Manufactures and Census of 
Mineral Industries in 1939. The horse- 
power of electric motors is_ especially 
indicative of the degree of mechanization 
in manufacturing industries since 85 per 
cent of all mechanical energy used in these 
industries in the United States is now sup- 
plied by electric motors. 

Other Census data are helpful in reveal- 
ing the industrial markets for fixed capital 
goods. The capital expenditures and horse- 
power statistics, however, are especially 
useful for this purpose. For 1929 a special 
study was also made of the question in- 
cluded in that Census with regard to the 
change of location or type of business of 
all establishments since the previous Census 
year.” Similar data are available for 1939 


* Location of Manufactures, 1899-1929, Tracy E. 
Thompson, Government Printing Office, 1933. 


but thus far no statistical analysis has been 
made of them. 

Beginning in 1938 the Bureau of In- 
ternal Revenue has endeavored to tabulate 
corporation income tax returns in consider- 
ably greater detail than had been under- 
taken prior to that year. It is consequently 
now possible to compile estimates of the 
net capital assets in the form of buildings, 
machinery and other equipment for the 
principal manufacturing industries of the 
United States. The figures in Table I in- 
clude allowances for both incorporated and 
unincorporated manufacturing concerns. 

The Bureau of Internal Revenue data 
for the petroleum industry include mining, 
transportation, and distribution activities 
as well as manufacturing. Assets of the 
divisions of the petroleum industry other 
than refining have been excluded in the 
estimates shown in Table 1. The total net 
capital assets of all manufacturing enter- 
prises, corporate and unincorporated, were 
estimated to be $20,833,000,000 at the 
beginning of the year 1939. These figures 
include land. 


MANUFACTURING AND MINING 
EXPANSION IN 1939 


The largest expenditures upon manu- 
facturing plant and equipment in 1939 
were made, in the order named, in the food 
and kindred products, iron and _ steel, 
chemical, petroleum, automobile, textile 
mill, and machinery industries. 

The rate of expansion (relative to both 
current operations and existing net capital 
assets) was especially rapid in 1939 in the 
following industries: chemicals and allied 
products; pulp, paper and allied products; 
petroleum and coal products; automobiles; 
and other transportation equipment (re- 
flecting especially airplanes, motors and 
parts). In recent years these five groups 
of industries have experienced marked 
changes in the development of new prod- 
ucts and methods of manufacture. 
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CHART 1. Estimated Capital Expenditures for Plant and Equipment for All Manufacturing Industries. 
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Source: U. S. Department of Commerce. 


In other periods, changes such as these 
have been correspondingly marked in other 
industries. Immediately after the first 
World War, in 1919 and 1920, marked 
expansion occurred in the automobile, rub- 
ber products, leather and leather working, 
and textile industries. Similarly at that 
time these outlays reflected a rapid adapta- 
tion of new technical methods and an ex- 
pansion in the production of relatively new 
products in a period of unusually high 
profits. 

In the mineral industries (excluding 
petroleum mining) the expenditures upon 
buildings, machinery and equipment de- 
clined slightly from 1929 to 1939 as in- 
dicated in Table II. A decline occurred in 
nearly all of the major mineral industries 
with the exception of iron ore, bauxite, clay, 
and gold and silver mining. Productive 


1915 16 ‘17 ‘18 19 '20 ‘2! '22 '23 '24 '25 '26 ‘27 ‘26 '29 '30'31 "32 '33 "34°35 "36 '37'38 '39 ‘40 ‘4! 








facilities in the copper, iron, bauxite, mer- 
cury, and a number of other ore mining 
industries have been expanded substantially 
during 1941 as the result of unusual war 
demand for these minerals. 


ANNUAL CapiITAL EXPENDITURES IN 
SELECTED INDUSTRIES, 1919-1941 


Using Census data upon the production 
of specialized industrial machinery, such 
as textile and leather working machinery 
together with an allocation to the various 
industries of an appropriate part of the 
total production of general purpose ma- 
chinery, such as electric motors, it is pos- 
sible to measure the year-to-year changes in 
the machinery produced for various in- 
dustries. These data together with statis- 
tics upon building construction make 
possible year-to-year measures of the 
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fluctuations in total capital expenditures in 
individual manufacturing industries in the 
United States. In Chart 2 are shown curves 
illustrating the fluctuations in expenditures 
for plant and equipment in each of several 
manufacturing industries over the period 
from 1919 through 1941 based upon esti- 
mates secured in the above manner.‘ 

During the past 25 years the expendi- 
tures for plant and equipment in the vari- 
ous manufacturing industries in the United 
States have experienced marked differences 
both in their fluctuations and long-time 
trends. As may be observed from the il- 
lustrations in Chart 2 some of these in- 
dustry groups such as lumber and lumber 
products show a marked downward trend 
in outlays for this purpose. The petroleum 
refining industry, on the other hand, ex- 
perienced a marked upward trend in the 
expenditures made in this industry for 
capital facilities. In other industry groups 
such as food and kindred products and 
pulp, paper and allied products the outlays 
for new plant and equipment have experi- 
enced no marked long-time trends but have 
been large and well-maintained with the 
exception of two or three years during the 
past two decades. The blast furnace, steel 
works and rolling mills industry experi- 
enced unusually large additions to its facili- 
ties in 1916 and 1917, in 1930, and during 
the past two years. 

It is evident from the total capital ex- 
penditures for all manufacturing industries 
shown in Chart 1 that manufacturing out- 
lays as a whole have exhibited the charac- 
teristic short-run fluctuations of general 
business. The aggregate of such expendi- 
tures was relatively high in 1920, 1923, 
1926, 1929, and 1937 and it was relatively 

‘Similar data for the entire period, 1915-1940, 
for all manufacturing and for the period 1919-1941 
for a number of industries other than those shown 
in Chart 2 are available in articles in the March 


and December, 1941 and April, 1942, issues of 
the Survey of Current Business. 


low in 1921, 1924, 1927, 1932 and 1938. 
As may be observed from the curves in 
Chart 2 the purchases of machinery, equip- 
ment and structures in some individual 
industries exhibit the same short run 
fluctuations. There are, however, important 
exceptions which may be readily observed 
by a comparison of the individual series. 
The principal differences between the in- 
dividual industries are in their long-time 
trends and major fluctuations over periods 
of several years. 


Cuances Due To War INDUSTRY 
FAcILITIES 


During the past year and a half the 
requirements of our military forces and 
those of the friendly nations whom ‘we 
have been attempting to supply have re- 
quired the construction of increasingly ex- 
tensive industrial plants for the production 
of military supplies. Today this expansion 
is wholly determined by military require- 
ments and is of an unprecedented magni- 
tude. These additions to manufacturing 
plants and equipment are being made in 
nearly all parts of the United States. Their 
distribution, however, differs in certain 
respects from that in 1939. The location 
of the war facilities is likely to have con- 
siderable permanent effect in the various 
parts of the country, as it did after the first 
World War. This was notably true in 
Fastern Tennessee as well as in some other 
Southern States. Comparative figures for a 
number of states giving some broad indica- 
tions of the trends in industrialization in 
1939 and during the present war appear 
in the accompanying table (Table III). In 
the New England and Middle Atlantic 
States (including those not shown in Table 
III) the rate of additions to machinery, 
buildings and other industrial structures in 
1939 appears to have been relatively less 
than the value added in these States. This 
suggests a declining relative importance of 
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CuarT 2. Estimated Capital Expenditures for Plant and Equipment and Index of Production 
for Selected Manufacturing Industry Groups. 
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(Note differences in scales of Capital Expenditures and Indexes of Production. Revised figures for some of 
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these charts will appear in Survey of Current Business, April, 1942.) 
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TaB_Le III. Poputation, VatuE AppEeD By Mawnv- 
FACTURE, AND New InpbustRIAL Faci.ities. SELECTED 
STATES AS PERCENTAGES OF THE TOTAL 
Unirep Srates 
































. |Public and 

Capital | Private 

Popu- Value rw? Industrial 

State lation | Added \ itures | Facilities 

in by Re- \forDefense 

1940 Manu-| ported | Purposes 

facture in up to Sept. 

| 1939 | 30, 194r 
Massachusetts...| 3.3 sh | 34 | 2.6 
Connecticut... . 1.3 2.8 3.5 £2 
New York... 10.2 13.6 9-4 8.2 
CO ee 6.2 8.6 8.4 8.4 
Indiana........ 2.6 3-9 $.4 6.2 
Missouri... . 2.9 2.4 1.8 4.0 
Kansas 1.4 0.5 0.6 1.6 
Virginia. ... 2.0 ig 9 2.9 
Tennessee.......| 2.2 3-7 §2 4.2 
Cr | 4.9 | 1.8 | 3-9 4-4 
Washington tua oe 2.2 





1 The total commitments by the Federal Government 
on approved projects for defense industrial facilities 
made from June 1940 to September 30, 1941 were: 

Public financing........... $4,267 millions 
Private financing 


(Certificates of Necessity) . 994 millions 





Total defense facilities. .... $5,260 millions 
Source: “Population,” “Value Added by Manufac- 
ture,” and “Capital Expenditures Reported in 1939,” 
Bureau of the Census, Department of Commerce. 
“Public and Private Industrial Facilities for Defense 
Purposes,” War Production Board. 


manufacturing in these areas compared 
with other states. In Connecticut, since 
June 1940 defense expenditures upon ma- 
chine tool, airplane and shipbuilding facili- 
ties indicate a reversal of the 1939 rela- 
tionship. In all other New England and 
Middle Atlantic states the additions to de- 
fense plants are relatively lower than such 
outlays were in 1939. 

In a number of states the defense pro- 
gram appears to have accelerated the in- 
dustrialization indicated by the 1939 
Census of Manufactures. This is true of 
Indiana, Kansas, Virginia, West Virginia, 
Tennessee, Alabama, Louisiana, Texas, and 
Washington. 


Although the plants for the production 
of highly specialized war material, such 
as powder and shells, may not result in a 
permanent increase in the industrialization 
of the areas in which they are located, the 
establishment of new facilities for the 
manufacture of aluminum and steel, as 
well as large generating facilities for elec- 
trical power very likely will have impor- 
tant permanent influences. It is also pos- 
sible that the specialized training in manu- 
facturing pursuits received by workers in 
areas which previously had not been highly 
industrialized may provide a labor supply 
which will tend to attract permanently 
many industries into these areas. 

The eventual ownership of these new in- 
dustrial plants is not entirely clear at the 
present time. During the first World War 
the Federal Government spent slightly 
more than $600 million for industrial facili- 
ties which it owned directly. Through 
orders for supplies the United States and 
allied governments also indirectly financed 
plants and equipment which cost several 
times that amount but the facilities them- 
selves were privately owned. To date the 
contemplated capital expenditures for de- 
fense facilities financed and, for the pres- 
ent, owned by the Federal Government are 
in excess of 6 billion dollars and it is 
possible that ultimately they may reach 
twice that amount. This does not include 
expenditures by private concerns costing 
approximately one billion dollars. 


CHANNELS OF DISTRIBUTION 


The preceding paragraphs have sketched 
some of the principal changes which have 
taken place in recent years in the industrial 
and geographical character of the markets 
for durable producers goods. For most 
manufacturing industries data also are 
available showing changes which have 
occurred in the channels of distribution. 

The Bureau of the Census has recently 








Taste IV. DistripuTion oF MANUFACTURERS’ SALES BY PRIMARY CHANNELS AND BY INDUSTRY 
GrovPs: 1939, 1935, AND 1929* 


(For comparative purposes, direct export omitted. Values expressed in millions of dollars.) 











1939 Distributed 











Total Distributed Sales of Industries 
ey Gp Sales 1939 Comparable with 
1935 and 1929 
CE ee rr ee eee eer $47,563 $34,049 
er I NOD 5. oo oda os cebiacseedeaessensecss 11,338 9,589 
ein ek knde de biwiiecenKee’ eid 1,329 1,192 
Textile-mill products and other fiber manufactures.............. 3,432 2,612 
Apparel and other finished products made from fabrics and similar 
ce a Pas ea nlc. agree Read « Pease W wi 3,024 1,383 
Lumber and timber basic products.................cceeecccees 1,068 1,055 
Furniture and finished lumber products....................4.- 1,232 975 
oleae daikon a ciaa siswbs ewan saree sates 1,744 1,724 
Printing, publishing, and allied industries™.................... ~- — 
CSmICRES GE MUOE POOMMCES.... o.oo ccc cece ccc cescess 3,699 1,395 
ee ee 2,820 2,368 
SE re ree 966 881 
Ne Se NOT PPIIIEED, 5 oP. na ccccccscccescccscvercees 1,285 1,273 
ee Ne ee ree 1,450 1,394 
Iron and steel and their products, except machinery............ 5,549 4,370 
Non-ferrous metals and their products....................-0:. 2,340 1,089 
EE re ery enter ere 1,631 1,587 
ee On | ee re 3,170 599 
Automobiles and automobile equipment™..................... — _— 
Transportation equipment, except automobiles................. 314 42 
nn re bien eNaneseamRKs 1,171 21 








TaBLe IV. (Continued) 











Percent of Distributed Sales Made To— 




















Own Wholesale | Wholesalers and 
Sateen Group Branches or Offices Own Retail Stores | Fobbers 
| 

1939 1935 1929 | 1939 1935 1929 | 1939 1935 1929 
ee Se ere 23.0 21.7 17.4 | ae 65 he | 26.9 26.2 32.8 
Food and kindred products............. 20.6 21.9 24.8 $.2 40 3.2 27.5 27.1 31.6 
Tobacco manufactures. ...............- 30.8 30.3 5.8 -— — 2 61.1 63.9 89.6 
Textile-mill products, etc............... 10.1 8.0 12.4 (4) a 2 41.1© 36.0 39.4 
Apparel and other finished products, etc...| 4.5 3-4 4-4 56 6.4 “&§ 16.9 14.6 22.2 
Lumber and timber basic products....... S.2 9.3 4.9T ie ta © 39-9 36.3 38.0 
Furniture and finished lumber products. . . Ca. £9. 4-5 $0 1.2 2.5 17.1 15.9 19.6 
Paper and allied products.............. 1§.1 10.7 3.8 2— -— 30.5 30.9 39.1 

Printing, publishing, etc. ............. _- — — _ -— — -= -- -- 
Chemicals and allied products........... 22.5 20.3 I1.!1 2 3 83 30.8 28.9 39.0 
Petroleum and coal products............ 67.2 67.7 60.1 2.9 8.3 76 25.9 21.4 18.6 
nies n wakine wdne sos 29.2 35.6 39.5 1.9. 7:6 «41.8 35.§ 23.39 15.2 
Leather and leather products........... 18.1 17.7 19.2 2.6 89 3-3 19.1 17.9 23.6 

Stone, clay, and glass products.......... 28.0 27.2 6.7®@ 8 2 si 20.9 20.8 48.2%) 

Iron and steel and their products, etc.....| 25.6 21.6 §.9 es 9 = 13.9 13.2 36.3 
Non-ferrous metals and their products....} 12.7 6.9 5.9 wk 3 3 21.1 20.6 27.6 
MOSCOIICAE GRAGRIMOTY. ... 2. cc ccccccccces 33-2T 29.7 20.8 (b) 1.0 2.9] 34-6 34.4 32.3 
Machinery (except electrical)........... 20.1 17.1 10.0 4 OS 150 .u 17-9 197.5 

Automobiles and automobile equipment™.| — — — — — — — _ 
Transportation equipment, etc........... ( _-_ — -_- — 42.2¢ 33.4 37-4 
Miscellaneous industries................ 13.1 9.5 7.0 26 14. 2A 36.5 36.9 37.0 
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Taste IV. (Continued) 








Percent of Distributed Sales Made to—(Continued) 





Industry Group Retailers for Resale | Industrial, etc. Users | Consumers at Retail 





1939 1935 1929 1939 1935 1929 1939 1935 1929 








IDS a's 6esneetcananre’ 19.8 20.9 17.9 25.8 26.6 27.7 8 6.3. 88 
Food and kindred products............. =4.8 33.4 2.2 8.1 8.6 6.9 3.8 4.9 44 
Tobacco manufactures................- 6.9 §.2 4.0 1.2 5 _ — " 3 
Textile-mill products, etc............... it.3 8.7 90.4 37-2 44.0 37.5 9 2 “$ 
Apparel and other finished products, etc...| 57.8 §9.0 52.2 u.6 4.0 13.4 20 36 4.3 
Lumber and timber basic products.......| 12.4 14.3 9.5 | 29.6 34.7 47.6 5.8 62 © 
Furniture and finished lumber products...} 43.4 46.5 42.4 29.6 28.8 28.8 2.4 8.7 2.8 
Paper and allied products.............. Se 6.7 £3 48.3 51.6 51.8 3 1 @ 


Printing, publishing, etc.............. 


wae 











Chemicals and allied products........... 12.1 14.3 14.3 31.6 33.9 32.0 2.8 3 28.3 
Petroleum and coal products............ ia tt. 43 3-6 7.0 8.5 2 I= 
I No faSace oie advecukenes 12.8 8.1 14.8 31.56 35.3 28.65 a I 2 
Leather and leather products........... 38.7 39-4 32.0 21.4 21.9 21.5 2 2 f 
Stone, clay, and glass products.......... 11.7 14.5 4.5@| 36.0 34.1 38.7 36 3.0 1.8 
Iron and steel and their products, etc..... ae 4.5 «64 $5.8 $9.4 55.5 2 4° 
Non-ferrous metals and their products. . . 7.8 10.7 8.2 $7.0 60.6 56.4 1.0 9 1.6 
Electrical machinery................... 6.7 7.2 6.2 26.2 $7.3 37.4 3 6 4 
Machinery (except electrical)........... 10.0 9.5 11.5 43:6 45.4 47:0 8 6 — 
Automobiles and automobile equipment. — _— -- m _ a — —- -- 
Transportation equipment, etc...........| 39.6 45.3T 48.8 8.2 21.3 13.8f 1 ® 0) 
Miscellaneous industries................ 21.8 26.0 26.9 92.6 22.3 24.4 3.4 3.9 18.9 





®) Distribution of Sales statistics not obtained on printing, publishing and allied industries. 

(») Comparative information for automobiles and automobile equipment not available. 

) Includes sales to export intermediaries. 

(4) Less than one-tenth of 1 percent. 

(e) Includes 15.6 percent sales to converters. Separate distribution of sales statistics covering converters were not 
collected in 1935 and 1929. For comparative purposes they have been included with wholesalers and jobbers in 1939. 

‘) Combined with sales to wholesalers and jobbers to avoid disclosure of individual operations. 

‘®) In 1929 sales to or through own wholesale branches and sales to retailers for resale were combined for the most 
part with sales to wholesalers and jobbers. 

‘») Combined with sales to own wholesale branches or offices to avoid disclosure of individual operations. 

() Also includes commercial, professional, and institutional users (manufacturers, railroads, utilities, govern- 
mental bodies, hotels, contractors, etc.). 

Includes farmers, household consumers, and employees at retail. 

‘*) Combined with sales to retailers for resale to avoid disclosure of individual operations. 

“) Combined with sales to industrial, etc. users to avoid disclosure of individual operations. 

t Note combinations in other columns affecting the percentages for this industry. 

* Comparisons over the decade from 1929 to 1939 have not been possible for all industries. In the food and 
kindred products group the 1939 distributed sales of establishments for which such comparisons were possible 
were 85 percent of the total distributed sales in this group of industries in 1939. Corresponding percentages in 
some of the industries were as follows: lumber and timber basic products, 99 percent; paper and allied products, 
99 percent; petroleum and coal products, 84 percent; iron and steel and their products, 79 percent. In all but six 
industries the distributed sales of industries comparable in 1939 with those in 1929 and 1935 were more than half 
of the total of such sales in each industry. There were two industries, however, machinery (except electrical) and 
transportation equipment except automobiles, in which this comparison was possible for only a small part of the 
distributed sales in 1939 (19 percent and 13 percent respectively). 

Source: Bureau of the Census, Department of Commerce. 


released comparative tabulations of the 1939. In Table IV are shown such compari- 
distributed sales in all manufacturing in- sons by major industry groups. Similar 
dustries for which such comparisons were comparisons for a number of separate in- 
possible for the three years 1929, 1935 and dustries have also been made and may be 








64 


THE JOURNAL OF MARKETING 





secured from the Bureau of the Census. 
Important differences in the completeness 
with which these comparisons have been 
possible in each of the industry groups 
should be recognized in any conclusions 
drawn from these data (see footnote to 
Table IV). 

In 1929 approximately one-third of all 
manufacturers’ distributed sales were made 
to wholesalers and jobbers. In the aggre- 
gate the most marked change from 1929 
to 1939 in manufacturers’ sales was a de- 
cline in such sales going to wholesalers and 
jobbers and an increase in sales through 
manufacturers’ own wholesale branches and 
sales offices. Notwithstanding this marked 
shift the sales to wholesalers and jobbers 
were still larger in 1939 than those 
through any of the other major channels 
shown in Table IV. 

During the 1929-1939 decade the manu- 
facturing concerns engaged predominantly 
in the production of consumers goods have 
tended to sell more of their products direct- 
ly to retail outlets (both those owned 
directly and by others) and less through 
wholesale channels (both their own 
branches and independent wholesalers). 
These trends are true of the food and 
kindred products group and the apparel 
industries group and of the rubber 
products and leather working indus- 
tries. 

During this same period some industries 
producing materials primarily for further 
fabrication (notably iron and steel and 
their products; chemicals and allied 
products and pulp, paper and_ allied 
products) showed a marked increase in 
sales through their own wholesale branches 
and sales offices and a corresponding de- 
cline in sales through independent whole- 
salers and jobbers. 

Comparative data for the years 1929, 
1935 and 1939 are available for only a 
few of the industries in the machinery 


group (see footnote to Table 4). In the 
aggregate of the machinery industries for 
which comparisons were possible there was 
experienced an increase in sales through 
manufacturers’ sales branches, a decrease 
in sales through manufacturers’ retail 
stores, a slight decrease in sales to whole- 
salers and jobbers and a decrease in sales 
to industrial users. However, these changes 
can not be assumed to be typical of the 
machinery industries as a whole since they 
are based upon a few industries only, 
representing approximately 19 per cent of 
the distributed sales of the machinery in- 
dustries in 1939. 

Two industries—“Office and Store Ma- 
chines, Not Elsewhere Classified” and 
“Laundry Equipment, Domestic”—appear 
to have been largely responsible for the 
increase in distributed sales through whole- 
salers and jobbers reflected in the total for 
the entire machinery group as shown in 
Table IV. Both of these industries experi- 
enced increases in sales through wholesale 
channels. 

The industries classified by the Census 
Bureau as “Machine Tool and Other 
Metal Working Machinery Accessories, 
Metal-Cutting and Shaping Tools and Ma- 
chinists’ Precision Tools” appear to have 
distributed less of their products through 
wholesalers and jobbers in 1939 than in 
1929. Although still relatively small (8 
per cent in 1939) a substantial increase 
occurred in the sales of establishments in 
these industries through their own whole- 
sale branches or offices. There was no ap- 
preciable change in the proportion of their 
sales to industrial users. The latter accounts 
for approximately three-fourths of the 
total in this industry. Textile machinery 
also appears to have experienced a decline 
in sales through wholesalers and jobbers 
accompanied by a corresponding increase in 
sales to industrial users. The latter in 
1939 accounted for 97 per cent of the 
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total distributed sales by textile machinery 
manufacturers. 

The above comments include only a few 
of the principal changes in the channels of 
distribution of industrial products during 
the decade from 1929 to 1939. Also here, 
as in the markets for such goods, the war 
has greatly influenced business practices. At 
present in nearly all industry groups a 
much larger part of the distributed sales 
than those referred to in the preceding 
discussion are being made directly to “in- 
dustrial consumers” (especially the Fed- 
eral Government). No statistical data, how- 
ever, are available on the changes in the 
channels of distribution during the past two 
years comparable to those for the markets 
for durable industrial goods referred to in 
an earlier section of this article. 


SUMMARY 


As indicated at the beginning, this paper 
deals principally with one type of industrial 
goods—those for fixed capital purposes— 
and has covered only the markets in manu- 
facturing and mining industries, particular- 
ly the former. The Census reports contain 
extensive data upon many other types of 
industrial products which it has been im- 
possible to discuss in this brief paper. 

As the charts for the individual manu- 
facturing industries have indicated, the 
capital expenditures by industry groups in 
which change or growth is especially 
marked usually have been very large when 
compared with current operations. Other 
groups which have experienced relatively 


few changes in products or methods of 
manufacture appear to have experienced a 
relatively small demand for machinery and 
other equipment. Technological changes in 
products and method of manufacture thus 
appear to be especially significant influences 
in determining the demand for these facili- 
ties. 

Also, important changes are taking place 
in the location of manufacturing plants as 
well as in the relative growth of the vari- 
ous individual industries. A declining rate 
of growth is evident in New England and 
in the Middle Atlantic States. A relative 
increase has occurred in recent years in 
Tennessee, Virginia, Indiana, Texas, 
Washington and several other states. The 
expenditures upon industrial facilities for 
war purposes have further accelerated the 
growth in a number of these states. 

The marketing of fixed capital facilities 
clearly deals with a highly dynamic aspect 
of industry. In spite of more than two 
centuries of active migration, of shifts in 
economic and political institutions and the 
discovery and exploitation of new tech- 
nologies and resources, we are in the midst 
of one of the most active quarter centuries 
in this long period with no immediate 
prospect that this process will be arrested. 
The industrial markets for productive 
facilities are affected at every turn by these 
new developments. Indeed, no element of 
our society is free from these influences 
and the individuals, business enterprises, 
and even political states which survive 
must continually adjust themselves to such 
changes. 








PSYCHOLOGICAL DIFFICULTIES IN MEASURING 
CONSUMER PREFERENCE 


ALBERT BLANKENSHIP 
N. W. Ayer & Son 


Epitor’s Note: The three papers and the discus- 
sion which follow were presented at the Joint Ses- 
sion with the American Statistical Association on 
“Consumer Preference Studies.” Lawrence C. Lock- 
ley, Curtis Publishing Company was chairman of 
the meeting. 


HE “PsyCHOLOGICAL” difficulties with 

which this paper will be concerned are 
those factors operating in the individual 
interviewing process which may affect the 
results: the particular way in which the 
question is phrased, the sequence in which 
the questions are asked, and the way the 
interviewer himself handles the process of 
questioning. 

Any series of preferences recorded by an 
interviewer is the result of a stream of 
thought on the part of both parties—the 
questioner, and the respondent. The proper 
stream of thought for the respondent must 
be set up by the particular questions asked, 
and the sequence in which they are asked. 
At the same time we must realize fully 
that the interviewer’s thought processes 
have not stopped functioning, and that his 
own particular views on the questions may 
influence the way he asks the questions, 
exactly what he hears the respondent say, 
and what is recorded on the interview 
blank. 

Before these variables are discussed in 
detail it might be wise to point out for a 
moment that there isn’t necessarily always 
a preference to be measured. In some cases 
the public may simply have no opinion or 
preference at all, and it would be expensive 
to run a nationwide survey to find this out. 
That’s one good reason why a pre-test is 
always wise. Sufficient pre-testing might 
have shown an organization which made a 


66 


study several years ago that consumers 
really did not care much what particular 
brand of one commodity they bought. 

This issue of how the questions are asked 
might first be examined. The statement has 
been made repeatedly that “results are 
always a function of the question form,” 
and this is scarcely an overstatement. Now 
there is no evidence to suggest that a ques- 
tion must always be phrased in a particular 
form to insure best results. But there has 
been sufficient research, both by psycholo- 
gists and others, to inform us of a few 
general principles in the wording of prefer- 
ence questions, whether they be concerned 
with candidates, issues, products, or com- 
panies. 

1. Most obviously, the questions should 
not be worded in an emotional or biased 
manner. If the question is loaded, it will 
naturally result in responses which are 
misleading. The bias in the question may 
result from the use of words which are 
emotionally tinged, such as “radicalism,” 
or from the appeal of a very popular 
authority such as “President Roosevelt.” 
The particular phrasing of the issue itself 
may result in a biased report. Some of you 
in the audience may have seen the recent 
example of a flagrantly loaded set of ques- 
tions, used preceding the 1940 Presidential 
election: 


“Do you think George Washington was 
right in refusing to be a candidate for a third 
term as President?” 

“Do you think the tradition against a third 
term is a safeguard against one man rule and 
Fascism?” 


Ordinarily, with experienced research 
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people, any bias in the questions is unin- 
tentional, and for that reason considerably 
less obvious, This is one of the points made 
by Dr. Ross Stagner in his recent castiga- 
tion of the Gallup questions on interven- 
tion and isolation. Stagner charges that 
many of the Gallup questions are biased, 
and uses a study I made in one town— 
Irvington, N.J.—to support his charge. 
This study showed that one question form 
was more accurate than four others in 
predicting a referendum. Gallup, in answer 
to Stagner’s paper, rightly pointed out that 
the Irvington study did not warrant gen- 
eralizations about question phrasings for 
reasons made clear in the original Irving- 
ton report. These reasons were (1) the 
study was made in only one town, and 
(2) a wide range of subject matters was 
not included. I might add a third good 
reason why generalization with respect to 
the Gallup questions is not warranted from 
this study. The interviewers were fewer 
than used in the Gallup polls. The Irving- 
ton workers were all personally supervised 
for this job, while Gallup obviously can- 
not personally supervise all of the investi- 
gators he uses. 

Stagner reached the conclusion that the 
so-called objective question form, in which 
both alternatives of reaction are included 
in the question, is superior. He also con- 
cludes that either a straightforward posi- 
tive or negative statement tends to over- 
estimate the proportion of respondents 
favoring a policy. His classification of the 
Gallup questions he considers apparently 
shows, on this basis, that only 29% of the 
questions were unbiased! The trouble with 
this conclusion, aside from the fact that 
generalization from the Irvington study is 
not warranted, is that his classification of 
questions (1) is made on an issue basis 
rather than a language basis, and (2) it is 
inaccurate even on that basis. Possibly the 
Gallup questions are biased, but neither 


Stagner nor anyone else is in a position to 
say so until he has performed some origi- 
nal experimental work in which the par- 
ticular questions under discussion are used. 
If Gallup, a weli-known authority in the 
polling technique, is subject to criticism on 
possible bias, it shows how careful we must 
be in considering possible bias. There is no 
question that subtle bias may occur in al- 
most any questionnaire. 

2. The second principle of wording 
which might be discussed for a moment is 
this: the responses to a particular proposi- 
tion will be influenced by the position of 
the alternative in the question. This point 
is nothing new to psychologists. Techni- 
cally known as “the time error,” it can also 
occur in questionnaire work as well as in 
the laboratory. Mathews reported that the 
first of two items in a questions, where 
the order was varied, received more an- 
swers than when it was in second position. 
All I want to point out here is that the 
position of the alternative should be pre- 
tested before it is used and accepted as best. 
Of course most of us working in this prefer- 
ence field are careful to alternate the order 
of items when this sort of question is used, 
just to safeguard the results against any 
bias of position. 

3. The number of degrees offered in 
alternatives may also change the propor- 
tion of replies. Gallup reports that when 
respondents are given a series of choices 
running from one extreme to the other, 
there is a tendency for them to avoid the 
extremes and take the middle position. 
This “series effect” is nothing new to the 
psychologist. As early as 1894 a psycholo- 
gist had learned that when a short series of 
choices was presented to a subject, the 
subject tended to select an item near the 
midpoint of the scale when arranged in 
order of greatest to least. 

Ghiselli reported, from results of an 
experiment, that a four point scale using 
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“very” and “fairly” as steps in describing 
yes and no responses gave results different 
from a straight yes-no question. A greater 
proportion of subjects were willing to select 
a point in the scale than were willing mere- 
ly to answer yes or no. In addition, the 
proportion of responses on either side of 
the neutral point varied between the two 
question forms, 

4. The degree of completeness of the 
list of alternatives will influence the re- 
plies. If the list is incomplete, results will 
not be accurate. For example, one investi- 
gator used a free-answer query with several 
hundred respondents, and tabulated the 
categories into which their answers fell. A 
check-list question was then made up using 
the categories of response obtained from 
the free answer question. This question 
elicited practically the same results as the 
first free answer question. Then the check- 
list, in the words of the investigator, was 
“mutilated”—the five most frequently 
given alternatives were eliminated from 
the list. When this question was given to 
another group of respondents, with the 
directions that they could add any other 
items they wished, the results were differ- 
ent. The other items moved up in the list 
and the five original most popular items 
received but few mentions. 

One additional example is provided by 
two surveys made for a magazine. The 
same question was asked of comparable 
samples of respondents, at a time interval 
of one month. In the second study, one 
alternative was dropped, and another 
added. Yet the alternative included in the 
first study had received 1% of the replies, 
while that added in the second study ob- 
tained 6. 47o response. Since the addition 
or omission of each of these alternatives 
changed the basis of the respondents’ com- 
parison of items, the results of the two 
studies probably are not comparable. 

The point to be learned here is obvious. 


If a check-list is to be used, the list of 
alternatives must be complete. 

5. The alternatives must be psycho- 
logically comparable. This may be il- 
lustrated by an example. One questionnaire 
included this question: 

Do you think: 


WPA should be continued by the Federal 
government on the same scale as it is now? 

WPA should be continued by the Federal 
government, but on a smaller, more restricted 
scale? 

All relief, including work relief, should be 
handled by the states only? 

All relief should again become the sole re- 

sponsibility of private charity! 
The difficulty here is that the alternatives 
are not comparable. They vary in two 
ways: in the agency which the respondent 
wants to handle the relief work, and by the 
degree of money the respondent believes 
should be spent on relief. This would still 
be all right if the question contained all 
possible combinations of both variables, 
but it doesn’t. The question asks whether 
the scale of relief should be larger or smal- 
ler only with respect to the federal govern- 
ment. So we contend that the question is a 
poor one. 

6. The question must be intelligible to 
the respondent. This means that the ques- 
tion, and the words used, must have mean- 
ing to all classes of persons being asked the 
questions. The word Jiberal is a word of 
the unintelligible class. Practically all men 
mentioned as Presidential possibilities in 
1940 termed themselves “liberals.” The 
New Deal was even termed “reactionary” 
by the late Dr. Glenn Frank. Politically 
these words can mean almost anything. 
Benson also showed that at least two-fifths 
of a sample of respondents he interviewed 
had no concept of the meaning of “liberal,” 
“radical,” or “conservative.” 

Fortunately for those in preference 
measurements, the level of vocabulary is 
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relatively simple to control. Prof. E. L. 
Thorndike has compiled a list of 20,000 
words found in children’s literature, and he 
summarized the frequency with which each 
of these words was found. If we use words 
that fall only within the most commonly 
used half of this list, we are surely safe in 
assuming that the adult respondent will 
understand what the word means. 

Localized use of particular words will 
also affect the clarity of the questions. In 
some areas it is called a “drinking foun- 
tain”; in some of these areas the respond- 
ent simply doesn’t know what you mean 
when you talk about a “bubbler.” Or, to 
cut across the population horizontally, 
while the retailer knows what you mean 
about “shelf life,’ the consumer might 
think you were speaking of the fun and 
frolics of mice. 

7. To be psychologically sound, @ gues- 
tion should ask «hout behavior (past, pres- 
ent or future) rather than hypothetical 
opinion. Not only will a_behavioristic 
terminology result in preference material 
which can then be validated against action, 
but in addition, it is only the behavioristic 
type of question which has any practical 
significance. In our work as an advertising 
agency, for example, it is not sufficient to 
tell a client that women preferred a par- 
ticular type of bedroom furniture, and 
to let it go at that. Yet that is precise- 
ly what a recent questionnaire we saw 
attempted to do. The women respondents 
were simply asked to indicate whether 
they preferred a twin bed, a double 
bed, or an extra-large double bed. Per- 
haps a preference of this sort is impor- 
tant, but as far as we can see the only 
significance in such a thing would be its 
influence in the buying of beds. Yet it is 
obvious that the preference of these women 
is only one of the many factors influencing 
the purchase of beds. Among other impor- 
tant factors involving the choice in a pur- 


chasing situation are the style of the bed, 
the size and shape of the bedroom, and 
certainly the preferences of the husband. 

It seems reasonably obvious that a be- 
havioristic question will be of more sig- 
nificance in the commercial type of prefer- 
ence questionnaires. The behavioristic 
question will also have more significance 
for the public opinion poll. It wouldn’t 
have meant a great deal to obtain the re- 
sults to a question, “Do you like or dislike 
Germany?” It did mean a great deal more 
in the interpretation of opinion to learn 
that so many per cent of the public were in 
favor of a tax placed on German goods 
imported into this country, that so many 
per cent wanted us to increase aid to 
Britain and Russia, and that such-and-such 
a proportion actually wanted a declaration 
of war against the Nazis. 

Not only is this behavior sort of question 
of more significance for interpretation, but 
it comes a lot closer to the actual experience 
of the respondents than does any hypo- 
thetical question. For this reason it is con- 
siderably more sound than the pure “opin- 
ion” type of question. 

8. Closely allied to this principle of the 
soundness of the behavior question is the 
point that the respondent must be given 
some means for expressing his choices. 
Lazarsfeld has listed one of the best ex- 
amples illustrating this point. In one study 
he mentions, one of the purposes was to 
measure consumer opinion about the food 
value of milk. It might have been possible 
to ask respondents about the caloric content 
of milk, but this would have been at the 
best a highly questionable procedure. In- 
stead, the question was asked: 

Which do you consider more nourishing— 
a bottle (pint) of milk, or one-half-pound of 
beefsteak; a half-pound of potatoes, two eggs, 
or two pounds of string beans? 


All of the choices used in the question ac- 
tually had equivalent nutritive value, so 
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that the individual was forced to select on 
the basis of belief rather than knowledge. 

Another example of aiding the consumer 
to make a choice is provided by a recent 
survey conducted by N. W. Ayer. We 
wanted to find out what size diamond the 
public preferred for certain uses. Now we 
knew from previous experience that con- 
sumers can’t, in general, define a given 
stone as I, 2 or 3 carats. So we actually 
showed each respondent five stones of dif- 
ferent sizes, and then asked him to make 
his selection. In this way the issue was not 
confused; we knew precisely what size 
stone was preferred. We didn’t have to de- 
pend upon the respondents’ knowledge of 
carat size. 

9. To be psychologically sound, the 
questions should not damage the pride of 
the respondents. For instance, one cannot 
ask a question which obviously damages 
the pride of a respondent; if this sort of 
question has to be included, it must be 
carefully designed to disguise its purpose. 
Robinson illustrates that point with an 
example from the Gallup poll. Gallup 
wanted to find out what proportion of the 
public had read Gone with the Wind. If 
a direct question were asked, few people 
would confess that they hadn’t read it; 
this would hurt their pride. So instead, 
Gallup asked, “Do you intend to read 
Gone with the Wind?” This approach flat- 
tered everyone. Those who had never read 
the book and who never would read it were 
still given opportunity to say they intended 
to read it, while those who had already 
read it commented to that effect. By this 
technique Gallup was able to obtain an 
accurate measure of the readership. 

Another illustration will clinch the 
point. In a recent study, it was necessary to 
find out which respondents owned their 
homes, and which rented them. Prelimi- 
nary interviews showed that people refused 
to answer a direct question, “Do you own 


or rent your home?” So a question was 
asked, “Do you think rents in this neigh- 
borhood are too high, inexpensive, or about 
right?” Right then and there many people 
replied “I don’t know—we own this place.” 
Just as a check on the others, we followed 
up with the question, “Well, do you hap- 
pen to rent this home?” This time there 
were few people who refused to answer the 
question. 

Pride sometimes operates in curious 
ways. Most of us who have used preference 
questionnaires know that it is dangerous 
to ask too many questions which may 
secure a “don’t know” response. In this 
study of precious stones I mentioned a 
short time ago, we had a startling example 
of this point. Many of our interviewers 
reported a lot of trouble getting respond- 
ents to continue after a set of some three or 
four questions, all of which secured a high 
proportion of “don’t know” answers. The 
respondent shows his dislike of these ques- 
tions by becoming highly impatient. 

We might turn from the particular 
wording of the questions, now, to the 
make-up of the questionnaire—to the plac- 
ing of each one of the questions in the list 
of queries. What sort of questions should 
introduce the series, and which should be 
used towards the end of the questionnaire? 
This careful placing of each question is 
important for the effect it will have on the 
respondent. Whatever the order of the 
questions, the respondent will be affected. 
How, then, can we obtain a cooperative 
and unbiased reaction, rather than a sullen 
and biased answer? 

1. Obviously, the first few questions 
used must secure the rapport, or coopera- 
tive feeling, of the respondent. Without 
this feeling on the part of the respondent, 
frank and honest answers will not be 
secured. This means first of all that the 
introductory questions must be interesting 
ones. They must be questions that possibly 
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give the respondent a feeling of pride. In 
any case they must be questions relatively 
simple to answer. 

Let’s look at some examples to illustrate 
these points about the first few questions. 
In one study on employees’ attitudes to- 
wards their supervisors and fellow-work- 
men, it was clearly necessary to get the re- 
spondent to talk about subjects on which 
he did not care to be quoted. Naturally 
the purpose of the questionnaire had to be 
disguised. The first few questions were of 
a general nature—they asked about the 
government and its effect on business, 
about the respondent’s neighborhood and 
friends, and finally, about himself. From 
this approach it was relatively simple to 
ask personal questions about his working 
situation. 

Because the first few questions are “ice 
breakers,” they sometimes won’t mean 
much in terms of results obtained. The 
respondent is not psychologically prepared 
for a barrage of questions, and must be 
put into the proper mood and frame of 
mind. This isn’t just supposition; there 
are some facts to support this point. If the 
respondent is not psychologically ready, at 
the start of the questioning, he may 
naturally be expected to make a few “don’t 
know” answers. In one case the identical 
question was asked in two different studies. 
When the question was used as the first on 
the questionnaire, almost 3% (and a sta- 
tistically reliable 3%) more respondents 
replied “don’t know” than when the ques- 
tion was farther along in the interview. 

The first few questions must be simple. 
One cannot ask questions requiring much 
thought at the start of the questionnaire. 
In one study the introductory question 
asked was: “What do you consider the out- 
standing business and secretarial school for 
women!” Unfortunately this is not the 
sort of question that can be asked out of 
the blue. Not only does it require some 


thought, but it is likely to make the re- 
spondent suspicious that you are trying to 
sell him a business course. The interviewers 
reported that they had great difficulty in 
getting the respondents to continue with 
the questions. Where the respondents did 
continue, some half of them had reported 
“don’t know” to this question. 

2. Whatever the arrangement of ques- 
tions, they must be in an order which is 
logical to the respondent. In order to ob- 
tain replies which are meaningful, the 
preference technician must be certain that 
his questions are in an order which makes 
sense to the respondent. 

Right along this same line is the process 
of questioning about motives. Until re- 
cently, most of us looked askance at any 
question designed to uncover motives. But 
Lazarsfeld, through his emphasis on a 
series of questions to uncover motives, has 
shown pretty conclusively that motives 
CAN be measured through the question- 
naire procedure. Through the emphasis 
and work of Lazarsfeld, we no longer ask 
a single WHY question; we ask a series 
of questions, all related, which uncover 
various aspects of motivation. 

Whether one is measuring motives or 
preference alone, one question should lead 
naturally to the next, so that a train of 
thought is established. This logical arrange- 
ment of questions cannot be made at a 
desk; it is a problem calling for field work 
rather than armchair thinking. It is only 
by talking with respondents that you can 
learn the processes of thought. To obtain 
responses without setting up this thought 
process is of little value. 

It seems to me that this is the basis for 
much of the criticism that has been leveled 
against the opinion polls in particular. 
Critics have said that the polls make people 
react to issues about which they haven’t 
thought before; that the immediate re- 
action may be entirely different from the 
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thought-out response. If the sequence and 
nature of the questions have been carefully 
designed, this criticism loses its strength. 

Lazarsfeld calls one application of this 
sort of process “interviewing on the time 
line.” He illustrates the technique by say- 
ing that if we want to find out what a 
person did at 8 p.m. yesterday, we should 
first ask him when he left his office, be- 
cause we may be sure he remembers that. 
We can then ask, “What did you do next?” 
etc., until we reach the 8 p.m. hour. 

I would suggest we broaden this con- 
cept, and call it “interviewing on the 
logical line,” and apply it to thought ques- 
tions as well as memory questions. Inter- 
view along the line of thought, and try 
not to break that chain of thought. This 
appears entirely sound psychologically. An 
indication of what happens when the chain 
of thought is broken is provided, in part, 
by results to some social issue questions. 
These social attitude questions, identically 
phrased, were asked in two distinct types 
of questionnaires—one in which the other 
questions were on related social issues, and 
the second in which the majority of the 
questions were of the brand-buying type. 
When the same social question was asked 
in the buying habit list, the proportion of 
“no opinion” responses averaged 10% 
higher than when the question was asked 
among related issues. 

Thus a totally unrelated question, sud- 
denly asked, will tend to obtain a high 
proportion of “don’t know” answers. If it 
is necessary to break the trend of the re- 
spondent’s thought, this should be done 
gradually. A few transition questions will 
be entirely in order. 

3. The sequence of questions may bias 
the replies obtained. This point is really a 
corollary of the previous one concerning 
the chain of the respondent’s thought. By 
setting up this chain of the thought in a 
particular way, the investigator may ac- 


tually bias the responses he obtains to later 
questions. In one survey the attitude of 
women toward advertising was being in- 
vestigated. In some of the questionnaires, 
questions about dresses preceded these ad- 
vertising questions, while in the remainder 
of the forms, the advertising questions 
came first. Results showed that when the 
dress questions were first, the attitudes 
towards advertising were considerably 
more favorable. It was learned that when 
the dress questions preceded, women 
tended to think in terms of dress adver- 
tising, toward which they were favorable. 
One interviewer, describing his experi- 
ences, told of a questionnaire that began 
with a question about car ownership. The 
car owners were then asked a question or 
two about gas and oil purchasing. These 
were followed with a question about a local 
news broadcast, and the product adver- 
tised on this program. Because of the order 
of the questions, seven of ten respondents 
tried to guess an auto or oil manufacturer 
as sponsor of the program. Obviously, to 
eliminate such bias, the car questions, and 
the ones on gasoline and oil should have 
been asked at the end of the questionnaire. 
A recent survey was made by N. W. 
Ayer for a client who was introducing his 
product in a town by means of an extensive 
sampling campaign, supplemented by radio 
and newspaper advertisements. Following 
the close of this campaign, we conducted a 
questionnaire study in the locality to 
measure the effectiveness of the promotion. 
Before we gave any clues to respondents 
as to what advertiser was making the study, 
we asked each one in what advertising 
media he had seen or heard any of this 
particular commodity advertising. Two 
additional questions were included. One 
was whether the respondent had received a 
sample of this particular product. The 
other among those who had mentioned 
they had heard radio advertisements of 
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our client, asked them to describe the forms 
of radio advertising they had heard. In 
one form of the questionnaire, the order 
was just as described; in the other form, 
we asked the same questions, but in reverse 
order, so that we asked about radio adver- 
tising before we inquired about the 
sampling. 

This variation in form had a distinct 
effect on responses to the identification of 
the radio advertisements. Those who were 
asked first about the samples naturally 
started thinking about X brand. These 
respondents were able to mention more 
details of the announcements than were 
those asked about the details before any 
other clue had been given them as to who 
was making the study. In the first group, 

37% identified the program sufficiently so 
a we could label it announcement A; the 
equivalent proportion in the second group 
was 4% less. For announcement B, the 
difference was 13% in favor of the former 
group, with announcement C the advan- 
tage was 4%, and the figure was the same 
for announcement D. 

There is no question that setting the 
train of thought in some particular direc- 
tion will bias the replies. In one question- 
naire concerned largely with beer con- 
sumption, three specific questions about the 
use of beer opened the questionnaire. These 
questions had the effect of making the 
respondents think in terms of local beers. 
The fourth question was: “What brand of 
beer do you consider to be best?” The 
fourth question, as might be expected, 
produced answers largely in terms of local 
brews. At a later point in the questioning, 
after the thinking of the respondent had 
been turned to nationally known brands of 
the malt beverage, this question was asked: 
“What do you consider the very best 
brand of beer in this country?” Answers 
given to this inquiry included the names of 
many more nationally advertised brands. 


To give but two examples, one nationally 
known brand received only 9.5% of the 
responses to the former question, but rose 
to 14.9% of the responses to the second 
question. In the case of a local brew, 
manufactured in the area where the study 
was made, responses dropped from 5.0% 
in the first question to 3.5% in the second. 

In some questionnaires the order of the 
questions may be so arranged as to make 
the respondent maintain a critical attitude 
towards the important issues of the inter- 
view. In one recent study conducted with 
two forms of a questionnaire, two questions 
were varied in order—one pertaining to 
the paying of a license fee for a radio in 
order to eliminate radio advertising, and 
the other an estimate of time consumed by 
radio commercials. A shorter time was esti- 
mated for radio commercials when the fee 
question preceded. With this same order, 
the respondents in general were more 
favorable towards radio advertising. The 
investigators concluded that the fee ques- 
tion operated to make individuals consider 
more seriously the implications of eliminat- 
ing radio advertising, and as a result 
softened their general attitude towards 
radio advertising. 

These three points make it clear that the 
entire context of the questionnaire—the ar- 
rangement of the questions—is extremely 
important in considering whether the re- 
sults obtained will be valid measures of 
opinion. 

There is one last important element of 
the study which may influence the indi- 
vidual response—that is the interviewing 
process. For this discussion, we may dis- 
regard the possibility that the interviewer 
may be dishonest. This is not a factor 
affecting an individual response. It also 
seems safe to assume that the directions for 
the questions and their handling have been 
explained adequately by the research or- 
ganization. Assuming that there is no dis- 
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honesty, and that the instructions are 
sufficiently clear and adequate, there are 
still at least two ways in which the inter- 
viewing process may affect the results ob- 
tained. 

1. There is always the possibility that 
the interviewer will not correctly follow 
his directions. Despite all of the excellent 
research made on preference techniques, no 
investigator has yet measured how the 
interviewer conducts an interview once out 
of sight of the supervisor. Careful selection 
of investigators, and careful training 
should go a long way in insuring that they 
will handle the work properly, but I, for 
one, have never handled a study on which 
some interviewer has not made one or 
more errors, of either a major or minor 
sort. One of the easiest errors into which 
an interviewer can fall is the asking of 
questions out of order. A chance remark 
made by a respondent frequently provides 
an opportunity for the investigator to ask 
a question which should come at a later 
point in the questioning. Since we have 
seen so clearly how the order of the ques- 
tions may influence the results, it is obvious 
how dangerous this procedure may be. 

Similarly, an investigator may feel 
obliged to alter the wording of some of 
his questions. He may think one word too 
difficult, or one phrasing ambiguous. If 
the pre-testing of the questionnaire has 
been handled competently, there is no 
reason why a good worker should have to 
vary either the order of the questions or 
their wording. 

2. Perhaps even more important ts the 
possibility of the investigators influencing 
his results because of his own personal bias. 
One of the best examples of how inter- 
viewer bias can work is provided by a re- 
search in another field—that of social work. 
12 trained investigators talked to 2000 
homeless applicants for lodging. One in- 
vestigator, a prohibitionist, reported the 


downfall of the great majority of his ap- 
plicants as due to liquor. A socialist inter- 
viewer found more cases of downfall due 
to industrial conditions than to liquor. 

Similar distortion occurred even when 
scheduled questions were asked, so that 
there should be a good basis for carryover 
to the questionnaire techniques that we use 
in measuring preferences. Although Gal- 
lup, who frequently breaks down the re- 
sults to issues according to the interviewer’s 
own attitudes, reports very little inter- 
viewer influence on results, in at least one 
study there is definite indication that the 
interviewer can affect the responses he ob- 
tains. In the Irvington experiment, 3 in- 
vestigators obtained samples of respond- 
ents comparable in all characteristics 
measured. On four of the ten opinion ques- 
tions asked, the results obtained by the 
three workers were statistically different. 
In these cases, the differences were largely 
attributable to the interviewer’s own atti- 
tudes. In the case of highly trained and 
carefully supervised workers, this may 
seem incredible, but it is true. The usual 
nationwide opinion poll or preference 
study cannot provide the degree of per- 
sonal supervision which was possible in 
Irvington, so it would seem likely that 
frequent interviewer bias might affect the 
results obtained. 

It has been illustrated that the phrasing 
of questions, the order of the questions, and 
the interviewers themselves are all factors 
operating to affect the accuracy of the indi- 
vidual respondent’s reply. In the case of 
the question-phrasing and the arrangement 
of questions, a few principles have been 
suggested which will help the preference 
investigator make sure that the question- 
naire is a sound one. The inference about 
interviewer bias is not so clear, largely be- 
cause our knowledge of how it works and 
what to do about it is so limited. 

Many of the so-called “principles” of 
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question-phrasing and sequence probably 
are not as rigid as they might seem. I can 
think, for instance, of at least one case 
where one might not want the question to 
be phrased clearly and concisely. Some of 
the local referenda are worded in such a 
roundabout fashion that in order to make 
any prediction as to the election outcome, 
the investigator would have to word the 
issue similarly to the way it was to appear 
on the ballot. In this case any confusion 
that would result from the balloting surely 
ought to be duplicated in the interviewing 
process, since an effort is to be made to 
predict the election. 

What I am trying to say is that few of 


these “principles” are anywhere near the 
“final word.” The particular preference 
study will frequently dictate the special 
nature of the questionnaire. The only way 
to eliminate the “psychological” difficul- 
ties in preference measurement is to con- 
duct extensive pre-tests. The point, and it’s 
a valid one, has often been made that you 
can never construct a good questionnaire 
at a desk. 

If there is one conclusion to be stated 
from this paper, it is: in order to develop 
the best possible questionnaire and inter- 
viewing procedure, test and pre-test before 
making your study. 








PRE-TESTING OF PRODUCTS BY 
CONSUMER JURIES 


MARIE SELLERS 
General Foods Corp. 


HIS IS THE story of a project that has 

grown to meet a need. As the need has 
changed, the project has adapted itself in 
whatever way has been expedient. The 
whole approach to appraising consumer 
product reactions through the General 
Foods Consumer Testers has been from 
unorganized sinvplicity to, I hope, organ- 
ized simplicity. 

First of all, let’s consider briefly why 
this Consumer Tester group came into be- 
ing. You know even better than I that 
every keen merchandising man leaps at 
any tool which will help him improve his 
product or services, create wider, quicker 
acceptance—to the end of selling more 
goods. So the simple fact is that General 
Foods Consumer Testers have been used 
for fifteen years because hard-headed 
business men in our organization have 
found that, through using this tester group 
as a sounding board, they have been able 
to glean valuable information which has 
helped us improve our products, packag- 
ing, and recipes—and thus increase our 
sales. 

But I know that you are primarily in- 
terested in the specific questions that such 
a tester group helps us answer. Here are 
some important ones: 


Does a consumer test prove that a new 
product will find ready acceptance on 
the market? 


Will a new flavor for one of our prod- 


ucts, which we think will be pleasing to 
the public, actually be acceptable? 

Will a flavor we believe is an improve- 
ment in an established product be looked 
upon as an improvement by the general 
run of consumers? 
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Will a new technique in a basic package 
recipe make the use of the product 
more fool-proof and satisfactory? 

Will a new design of package prove 
more convenient to the consumer? 
Will a product perform successfully 
when prepared with the wide variety of 
equipment found in different homes? 
What will be the acceptability of a pro- 
posed premium offer? 

Will a product be acceptable for chil- 
dren? 

How do our products compare with our 
competitors’ in a direct, blind taste-test? 


General Foods Consumer Testers are 
really an extension of our consumer service 
work, reaching out into thousands of homes 
across the country. For it is the woman in 
her home laboratory, her own kitchen, who 
forms the final link in the very important 
chain of research, development, and mer- 
chandising for General Foods products. 
Our organization has looked to consumer 
testers to confirm the findings of our lab- 
oratories and kitchens and to sound the 
keynote of dissatisfaction or discover lurk- 
ing flaws in a product, a package, or a key 
recipe that we had believed might be ready 
to meet the public or face competition on 
the grocer’s shelf. 

The project started in 1926 when we 
were developing many new recipes for 
making jam and jelly with Certo—a pre- 
pared pectin. There was a definite need of 
having the formulas checked in all parts of 
the country. In this pioneering effort we 
had established the policy that no Certo 
recipe could be finally approved and pub- 
lished until it had undergone two years of 
testing. This helped insure for us a formula 











oF GD = wm se -e ot ome Sl 


~” 














THE JOURNAL OF MARKETING 


77 





that would be safe in different seasons, 
under different climatic conditions, in all 
parts of the country, and with good or poor 
fruit crops. So, we built up a group of 
testers, starting with 200 women, who were 
recommended to us as leading homemakers 
in their communities. These names were 
supplied by Chambers of Commerce, 
Women’s Clubs, Home Demonstration 
Agents, etc. We tried to get intelligent, 
capable housewives who would be willing 
to make special tests and work regularly 
with us during the jam and jelly-making 
season. We had no difficulting in building 
this list and found that women were only 
too glad to cooperate. They reported each 
test on a questionnaire, and set us a sample 
of their jam and jelly for analysis. We 
paid them one dollar a test and, of course, 
paid for their materials. Before sending in 
her samples, the home tester scored her 
product for color, flavor, and set. 

These home testers soon became a 
definite extension of our jam and jelly 
laboratory. They helped us build up a file 
of invaluable information about the fruits 
in their localities. Each succeeding year 
we adapted our program to fill in the 
gaps in our information file and each year 
we sought new and different types of 
women to add to this special home testing 
group. 

I wish I had time to tell you some of 
the human interest experiences of those 
days. There is just one that I will mention. 
At one period when we were confronted 
with some difficulty in securing .testers 
from certain segregated areas in the South, 
we approached the Baptist ministers of 
those communities asking them to help us 
in our hour of need. These “Dear Rev- 
erend Sirs” responded almost as whole- 
heartedly as did our consumer testers them- 
selves, sending us not only the names of 
the good sisters we needed, but an ample 
supply of religious tracts as well. We were 


well fortified for our own kind of mis- 
sionary work! 

The first group of testers grew until we 
had on call 2,000 women for jam and 
jelly testing. In the meantime, experi- 
mental work on other of our products be- 
gan to expand. Before long, we realized 
we must have additional testers to work 
with us from a simple, less technical angle 
of appraising our products, packaging, and 
basic recipes. 

To get new testers we turned to a chan- 
nel we had at hand—our own General 
Foods radio cooking school mailing list, 
composed of women who had written in 
voluntarily and registered in the school to 
get the recipe bulletins. 

To start with, we picked a few hundred 
names and wrote them to see if they would 
be willing to answer some questions for 
us. The response was enthusiastic. Thus 
began what has been a most interesting ad- 
venture in consumer cooperation and prod- 
uct insurance. By mail we could knock on 
doors of homes in almost any area we 
might wish. Frances Lee Barton, our 
General Foods personality who conducted 
our radio cooking school, made the request, 
and the response was more than gratifying. 
No payment was offered. 

At first we asked testers to fill out ques- 
tionnaires only. Returns were so good that 
soon we decided to have them test products 
as well. Then something significant hap- 
pened. At that time a 20 to 25% return 
on questionnaires and investigations made 
with advertising agency and magazine lists 
was considered satisfactory, but we found 
that our contacts with this new group were 
bringing in from 60 to 90% returns. Run- 
ning through the early list of tests the re- 
turns ran like this—9412%, 63, 90, 63%, 
65, 68, 73, 72, etc., an average of 70%. 

As this unorganized assortment of test- 
‘ers proved their increasing value at so 
many points, we believed a better working 
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group could be secured by having a definite 
panel of testers. Up to then, the selection 
of names had been pretty much at random, 
the qualifications being an intelligent indi- 
vidual who had written a rather good letter 
and who lived in an area from which we 
wished a tester. 

So, in 1935, just before the radio cook- 
ing school went off the air, we invited 
cooking school members to serve as G. F. 
Consumer Testers. We hoped a group of 
5 to 10 thousand might respond. The re- 
turns astonished us—25,000 testers signed 
up. Truly an embarrassment of riches! We 
use anywhere from 100 to 2,500 of these 
women in a test. Very occasionally some 
of this group is used for recipe testing if 
the recipe involved is basic, such as one to 
be used on a package. We do not use them 
for routine recipe tests as we feel this can 
be done best and most expediently by a 
trained staff in our own New York kitch- 
ens. 

We used 1,000 testers to recheck one 
important package recipe. The test in- 
volved work of a more technical nature 
than anything we had asked the testers to 
do before. We had 63% return from our 
testers and later we set up the same test 
with a group of 100 women from a farm 
magazine panel. We did this because we 
were eager to get additional information 
from more rural women, as the product 
had special appeal to that group. It was 
illuminating to see how closely the opinions 
of these 100 hand-picked, intelligent farm 
women paralleled the results of our own 
miscellaneous panel. Gradually we built 
up certain definite information to meet 
specific needs. 

In some instances we have a veritable 
picture of Jack Spratt’s and Mrs. Spratt’s 
likes and dislikes. If we have a product that 
ties in especially with children’s diets, our 
files can produce the younger generation in 
almost any given number. We have 


learned, too, by a continuous check system, 
which of the General Foods products are 
in regular use in the home. Through the 
years we have weeded out those who 
habitually fail to reply to tests or who are 
delinquent in getting their questionnaires 
back to us. Now, after six years, we have 
managed, diplomatically, we hope, to re- 
duce this panel to 10,000 active testers. 
And, of course, this present smaller group 
is much easier to handle and we keep the 
panel more actively employed—conse- 
quently more keenly interested. 

We get plenty of over-the-back-fence 
comments when the returns from a test 
come in. Mrs. Johnson has invited in her 
neighbors on both sides of the house to 
express an opinion; Mrs. Brown took her 
product down to the Ladies’? Aid where 
they all had a taste and “had this to say.” 
A tester’s club met the day our samples 
arrived so she had them all try the test 
products. Such comments frequently are 
accompanied by a long list of names, 
people who would like to join the panel 
and be included in future tests. And the 
youngsters participate. Wrote one tester, 
“The whole family, grandma, grandpa, 
husband, myself and the two youngsters all 
enter wholeheartedly in the testing and 
sampling.” I recall one test in which the 
children definitely swayed the verdict. 

Here are two excerpts written on the 
backs of returned questionnaires received 
last week. 

“As there are only two in my family 
(husband and I) I prepared the packages 
to take to the country a week ago. Folks 
from Pittsburgh were there and we had 
quite a contest at the dinner table tasting 
and trying to figure out those flavors. 
There was great enthusiasm for ‘T’ even 
though ideas varied. It made quite a hit.” 
Cleveland, Ohio. 

“As I am a Home Economics instructor, 
I took the samples I received to my class. 
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They were quite interested, and enjoyed 
making the test. I am sending the report 
of the class.” Ankeny, lowa. 

Over and over again our testers write 
us that the testing is fum—it is a family 
affair, a club affair, a company dinner af- 
fair. Yet the questionnaires are carefully 
filled out and the comments, both favor- 
able and unfavorable—brutally honest at 
times—are thoughtfully given. Differences 
of opinion within the company on new 
flavors or products have been reconciled by 
results of these consumer appraisals. Ten- 
tative approvals from our laboratories and 
our merchandising groups have been chal- 
lenged and changed as a result of the field 
tests. 

One year, in two different new product 
tests—both involving new flavors—three 
flavors which had been approved in our 
own Consumer Kitchens and by the mer- 
chandising groups were so definitely turned 
down by the Consumer Tester Group that 
we gave up the idea of putting them into 
the line. Twenty-five hundred women co- 
operated in one of these tests. An important 
package change which was about to be 
launched was cancelled after the testers 
sent in their vote. It was not until a year 
later on a second test, when we sent them 
a package incorporating their suggestions, 
that we received an almost unanimous ap- 
proval. 

The question has been raised as to 
whether this group, so long conditioned by 
contact with General Foods through 
Frances Lee Barton, the company person- 
ality who came to life on the radio, can 
give a completely unbiased opinion. It is 
a fair question, one that we definitely recog- 
nize, and we go on the basis that they are 
conditioned. Even in blind tests, as the 
majority of our tests are, if an established 
product is used for control, there is a 
possibility that it might be identified by 
a regular user, especially when the source 


of the test is known. However, our ex- 
perience has shown that there is need for 
a conditioned group, as well as one about 
which there can be no question of bias, 
even in blind tests. This is particularly 
true in an operation such as General Foods, 
which involves such a diversity of product 
problems. 

Both of our advertising agencies have 
consumer juries available and these are 
used for many tests that require a com- 
pletely unbiased approach and a more 
scientific sample, both geographic and by 
income groups. Our agencies have always 
cooperated with us in preparing the ques- 
tionnaires to be used with General Foods 
Consumer Testers, and analyzing the re- 
turns, but the contacts are made from the 
Consumer Service Department of General 
Foods and all correspondence addressed to 
our panel is signed by Frances Lee Barton. 

In using our panel, we recognize ad- 
vantages it has for certain types of tests. 
We know, for example, that most of the 
women cook a great deal and have an un- 
usual degree of interest in cooking. They 
were regular listeners to a program of 
cooking demonstrations. We know which 
ones are regular users of certain General 
Foods products. We know that we get an 
unusually high percentage of returns on 
most tests. Those for the past year have 
averaged over 85%. The size of the panel 
—10,000—makes it possible to secure, 
quickly, adequate numbers of names for 
complete tests when needed from specific 
cities or certain rural areas. Also, because 
of this, rotation of testers is a simple mat- 
ter—in fact, they constantly ask for more 
work, 

If we want to get some baking infor- 
mation in a hurry, we turn to the women 
in our group who bake regularly, and can 
give us the help we need. If the problem 
ties in with the type of stove they have or 
the fuel they use—that information is in 
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our files. The owners of automatic refrig- 
erators have given us constant and excel- 
lent help in the work we have done with 
ice cream mixes. 

Laundering presents an entirely differ- 
ent problem. We know, of course, which 
of the testers do it at home and which send 
it out. We have enough owners of washing 
machines to set up satisfactory tests for 
machine use of a product versus hand 
methods. 

I could go on indefinitely pointing out 
at what spots this service rendered us by 
consumers has helped General Foods an- 
swer the questions raised at the beginning 
of this paper. But before closing, there is 
one angle I want to mention, for it is a 
definite “plus” for any manufacturer. 
When a company sets up its own consumer 
tester panel, it inevitably reaps a bi-product 
—good will. Like vitamins, good will is an 
elusive factor, difficult of measurement. 


And when there is a deficiency of good 
will, the corporate body suffers in a fashion 
not unlike that which the human body 
undergoes when it is vitamin deficient. 

We know that in the past fifteen years an 
important amount of loyalty and good 
will has been built toward our company 
and our products through the women who 
have served us as consumer testers. We also 
know that this manifests itself in the very 
tangible form of using our products. It is 
reasonable to believe that they have done 
missionary work in our behalf which ex- 
tends far beyond their immediate fami- 
lies. 

In short, over and above their value as 
a sort of product barometer, there is little 
doubt that we have made an investment in 
this consumer tester group that is bringing 
the kind of returns which are of paramount 
importance to us or to any other company. 




















TECHNIQUES OF APPRAISING BRAND PREFER- 
ENCE AND BRAND CONSCIOUSNESS 
BY CONSUMER INTERVIEWING 


HARRY DEANE WOLFE 
Kent State Untversity 


EADERSHIP identification, and associa- 
R tion surveys are being made regu- 
larly... Pantry checks are conducted by 
leading newspapers. Brand sales to retail 
customers are reported by a leading 
national organization, while radio circu- 
lation and program popularity checks are 
an integral part of radio advertising.’ But, 
most of the testing techniques employed by 
the various organizations making these 
tests measure only one side of the market- 
ing equation. Recognition, identification, as- 
sociation and telephone tests, per se, 
measure memory value. Pantry checks and 
retail store sales tests measure sales. The 
amount of exploratory work to determine 
the relationship between recognition and 
sales has been slight. 

A survey was made in eleven Northeast- 
ern Ohio counties by the Bureau of Business 
Research at Kent State University among 
2410 middle-income housewives to de- 
termine whether there is an interconnection 
between brand consciousness and brand 
usage. Fourteen household products were 
selected for brand preference.* Eleven 
slogans and twelve radio shows were ex- 
amined for consumer recall and associa- 
tion.‘ Only the slogans and radio shows of 


"For complete descriptions of these methods of 
copy testing: Cf. Copy Testing, prepared by the Ad- 
vertising Foundation (New York: The Ronald Press 
Co., 1939), Chaps. 2 and 3. 

' For methods used: Cf. H. W. Heppner, E fective 
Advertising (New York: McGraw-Hill Book Co., 
1941), pp. 122-124; also, pp. 280-281. 

*Products include: coffee, gelatin dessert, canned 
soup, dry cereal, cooking cereal, shortening, toilet 
soap, flake washing soap, cake soap, fine laundry 


flakes, cleaning and washing soap, tooth paste and 
tooth powder. 


advertisers who were using a combination 
of advertising media were chosen. The in- 
terviewing was done by student interview- 
ers majoring in marketing and the work 
was done on a voluntary basis (i.e. they 
had their choice of doing the research or 
writing a term paper). 

There is a feeling in many circles that 
students are too immature for interview- 
ing, that they do not command the respect 
of respondents. However, where the work 
is done on a voluntary basis, when the 
students have been properly trained and 
instructed, and if they have adequate super- 
vision, students turn in work fully as good 
as that of older interviewers. Furthermore, 
students have been eminently successful 
in getting cooperation by working on the 
sympathies of the women interviewed. 

One of the weak points in present day 
personal interviewing is the “cold canvass” 
method employed. Successful house-to- 
house marketers, such as Fuller Brush and 
Real Silk, discourage such a method since 
they have found the cold canvass a difh- 
cult method of selling. Why, therefore, 
should the cold canvass be any more suc- 
cessful as a method of selling an inter- 
view? Students acquainted with or known 
to the interviewers have, therefore, a big 
advantage over “one-time-call” interview- 
ers. 

FINDINGS*® 


Users show higher brand consciousness 





*For list of slogans and radio shows, see Tables 
3 and 4. 

* Conclusions are meant to apply only to the prod- 
ucts, slogans, and radio shows studied. No general- 
izations beyond this are intended. 
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TABLE I. Correct RECOGNITION OF SLOGANS AND Rapio SHows 


Urban and Farm Homes 


Weighted Averages 
Users and Non-Users 















































Users Non-Users 
Correct Correct 
Total Identification 7% P.E. Total Identification To P.E. 

11 Slogans §720 4380 76.6 | +1.2 || 16,357 10,740 65.7 | + .95 
Urban 

12 Radio Shows 6376 4084 64.2 | £1.3 || 17,708 7,615 43.0 | & .99 

11 Slogans 1096 882 80.5 | +2.5 4,337 2,111 63.6 | 41.7 
Farm 

12 Radio Shows 1104 784 71.0 | +2.9 3,592 1,410 39-3 | +1.8 














than non-users. The weighted over-all rec- 
ognition of the eleven slogans and twelve 
radio shows by the combined users of the 
brands studied exceeds recognition by non- 
users of the brands. (See Table 1). 76.6% 
(P.E. + 1.2) of urban users identified 
correctly eleven slogans compared with 
65.7% (P.E. + .95) recognition by non- 
users, and, 64.2% (P.E. + 1.3) of the 
urban users were able to identify correctly 
12 radio shows, while non-users polled only 
43.0% (P.E. + .99) recognition. 

Farm users were able to score more 
heavily than urban users. Although, again, 
users’ correct identification was higher than 
that scored by non users. For slogans: 
80.5% (P.E. + 2.5) against 63.6% (P.E. 
+ 1.7). And for radio shows: 71.0% 
(P.E. + 2.9) as opposed to 39.3% (P.E. 
+ 1.8). 

The significance of the discrepancy be- 
tween the percentage of recognition by ur- 
ban users (76.6%) and the urban non- 
users (64.2%), expressed as a normal de- 
viate (T), is .56. In other words, in 58 
cases out of 100 you might obtain a dis- 
crepancy as great as this or greater as a 
result of chance. 

Slogans more effective recall device 
than radio shows. An analysis of the re- 
sults reveals that the weighted over-all 
recognition of slogans exceeds that of radio 
shows. This may not be surprising in view 


of the fact that the advertisers chosen for 
this survey use a combination of adver- 
tising media. Thus, a consumer may see 
the slogan in magazines and in newspapers 
as well as hear it over the radio. Slogans, 
if these findings are valid, show the re- 
verberatory effect of advertising. A limi- 
tation to the value of this finding may lie 
in the choice of slogans and radio shows. 
Perhaps a new series will give different 
results. 

The discrepancy between the percent- 
ages, expressed as a normal deviate (T), 
for urban users is .65. Or, in other words, 
in 52 cases out of 100 you might obtain a 
discrepancy as great as this or greater as 
a result of chance. 

Comparative results of recognition show 
76.6% for urban users on slogans against 
64.2% for radio shows. Farm users even 
exceeded urban users with 80.5% recog- 
nition for slogans compared with 71.0% 
for radio users. Recognition by non-users; 
urban: slogans, 65.7% and radio shows 
43.0%; farm: slogans, 63.6% and radio 
shows 39.3%. 

Radio influences more purchasers than 
other advertising media. It may be granted 
that the average woman does not know 
precisely what advertising medium or 
media affect her choices. When asked to 
delineate the factors which caused her to 
purchase a certain brand of, say coffee, she 
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Taste II. Comparison oF ADVERTISING MeEpt1A As SALES-IMPELLING ForceEs* 
All Products Gelatin Canned Dry Tooth 
Combined Coffee Dessert Soup Cereal Paste 
Number % Number | Number | Number | Number Number 
Ns dt shoe seamen 3397 64.6 192 385 263 336 200 
ES See 1312 24.9 31 73 143 74 103 
PNG icicscecccaesa 552 10.5 28 32 46 40 32 
bette testunenus §261 100.0 251 490 452 450 335 
(Continued) 
Tooth Shorten- Toilet Flake | Granulated Cake Fine Cleaning 
Powd: S Washing | Washi S Laundry |@nd 7 ash- 
owder ing oap ashing ashing oap aundry | ing Soap 
| 
Number Number Number Number Number Number Number Number 
ME cescacaes 161 315 285 133 449 180 286 92 
Magazines...... 56 104 201 75 96 118 127 68 
Newspapers..... 29 55 64 24 58 41 $0 33 
ee 246 474 550 232 603 339 463 193 
* Based on 1256 Samples 
is probably confronted with a situation to weighted average of 64. 6%, compared 


which she has probably given little 
thought. Every product has a “halo,” or 
an over-all impression, in the mind of the 
customer. However, when a single medium 
leads all the rest by a wide margin on 
each of fourteen products, some signifi- 
cance must attach to these findings. 

Of course the length of time a certain 
slogan or radio show has been used may 
influence the results. And the amount of 
money being spent in the various media at 
the time of the study may be a factor in 
the final results. The time of the study, 
June, 1941, may also affect the relative 
positions. None of these factors were iso- 
lated, assuming such a phenomenon was 
possible. Since three different arrangements 
of the check list were used, the influence of 
position could not play an important role 
in the determination of the final results. 

It is, therefore, significant (insofar as 
interviewees are qualified to give the in- 
formation) to find that the combined users 
of the fourteen products give radio a 


with 24.9% for magazines, and 10.5% 
for newspapers (Table 2). However, it 
should be emphasized that, in another part 
of this same study, it is found that for 11 
out of the 14 products, influences other than 
advertising media were more instrumental 
in impelling sales. (These data are not giv- 
en in this paper.) For statistical check on 
the significance of the discrepancy between 
64.6% for radio and 24.9% for magazines, 
the discrepancy between the percentages, 
expressed as a normal deviate (T), is 2.10. 
Or, in 4 cases out of 100 you might obtain 
a discrepancy as great as this or greater as 
a result of chance. 


RESEARCH TECHNIQUE 


Two thousand four hundred and ten 
middle-income housewives (2007 in urban 
homes and 403 in farm homes) were inter- 
viewed in twenty cities and towns and in 
rural areas in eleven counties in North- 
eastern Ohio. 40% of the urban sample 
was taken in 4 cities with population over 








8&4 





THE FJOURNAL OF MARKETING 





Taste III. Recocnition or SLoGANS oF SELECTED ADVERTISERS 








Per Cent of Housewives Who Correctly Identify 











Slogan and Name of Product 2007 Urban Homes 403 Farm Homes 

Users Non-Users Users | Non-Users 

ee is ak hae ewe 94.2% 92.2% 93-3% 84.1% 
Six Delicious Flavors (Jello)................ccceeees 94.2 83.1 90.7 39-5 
Breakfast of Champions (Wheaties).................. 95.9 79.6 100.0 85.3 
It’s Dated (Chase and Sanborn)..................... 95.0 81.4 92.3 86.1 
Look for the red-and-white label (Campbell).......... 7.0 77.9 85.7 70.3 
Good to the Last Drop (Maxwell House)............. 86.4 77 2 79.6 63.5 
The New Anti-Sneeze (Rinso)..................0.0-. 84.7 70.0 84.6 79.8 
Guard Against Pink Toothbrush (Ipana)............. 75.0 58.4 56.4 59.3 
The Soap of Beautiful Women (Camay).............. 81.9 55.4 84.0 60.1 
Keep that schoolgirl Complexion (Palmolive)......... 69.9 58.0 70.4 $7.3 
The Self-Starter Breakfast (Kellogg’s)................ 8.8 6.0 4.1 5.2 

Maarage Coer-Mll Recognition. ooo on cco s svknesccess 76.6% 65.7% 80.5% 63.6% 

















50,000; 20% in four cities over 20,000; 
24% in seven cities and towns over 5000; 
and 16% in four towns under 5000. 
Middle-income housewives were inter- 
viewed for three reasons: This group is the 
easiest to interview and secondly, is the 
most responsive to advertising influences. 
Thirdly, interviewers were from middle- 
income families. 

Since the sample was to be taken among 
middle-income families, students from 


such families were chosen for the work 
(most of our students are from such fami- 
lies). They were given oral and written 
instructions to follow. Each student re- 
ported his surveys to his supervisors (two 
instructors on the staff at Kent State Uni- 
versity) each week. They were then care- 
fully checked and edited. Where students 
needed help, they were given further in- 
structions. A random sampling of the inter- 
viewees to determine whether a student 


TaB_e IV. Recocnition oF Rapio ProGRaMs oF SELECTED ADVERTISERS 








Radio Program and Name of Product 


Per Cent of Housewives Who Correctly Identify 




















2007 Urban Homes 403 Farm Homes 

Users | Non-Users Users | Non-Users 

Amos and Andy (Campbell’s).....................-. 88.4% 81.1% 91.8% 81.4% 
ee are ers rer ere 90.9 79.4 89.4 71.8 
Charlie McCarthy (Chase and Sanborn).............. 88.0 74.2 80.0 64.2 
eee 70.0 55.9 78.3 67.8 
OS 62.6 50.8 93.3 62.1 
Fanny Brice (Maxwell House)....................-. 59.8 58.5 57.0 37.9 
ee Re 62.8 45.8 72.3 45.0 
NS ee errr 39-3 38.0 43.6 31.9 
Hilltop House (Palmolive).....................0205- 22.6 21.5 24.0 20.6 
Grand Central Station (Rimeo)..................005- 53.4 10.9 17.6 12.4 
Meet Mr. Meek (Lifebuoy)..................00ce0e 12.9 51.3 15.6 7.0 
Young Dr. Malone (Post Toasties).................. 11.8 6.9 4-5 re 

Average Over-All Recognition .......... cc cece eeeee 64.2% 43.0% 71.0% 39.3% 
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COPY OF QUESTIONNAIRE—SCHEDULE A 


Dear House Wife: The purpose of this 7 is to give students at Kent State University practice and training in making market researches. 
Your cooperation in filling out this blank will be appreciated. BUREAU OF BUSINESS RESEARCH, KENT STATE UNIVERSITY. 





Wuat influenced you to buy this Brann? (Check all influences.) 
1. What Branp of the following 
































































































































BRAND _ 
items do you use regularly? | | | | 
RADIO =o nanenanee DEALER | RECOMMEND ~~ OTHER | DON’T 
ADVICE OF FRIENDS REASONS KNOW 
| i 
COFFEE | | 
GELATIN DESSERT | | | | 
| 
SOUP | | | 
COOKING CFREAL | | | | _ 
DRY CEREAL | | | 
] | — _ 
TOOTH PASTE | | 
ee 
TOOTH POWDER | | | 
ALL PURPOSE SHORTENING | | | } | 
TOILET SOAP | | 
FLAKE WASHING SOAP | | | 
GRANULATED WASHING SOAP } 
ALL PURPOSE CAKE SOAP | 
FINE LAUNDRY FLAKES | | 
CLEANING AND WASHING SOAP | | 
| 
. What soap advertises? 3. What CorrEE am on the radio? 
“The New Anti-Sneeze”’ Charlie McCarthy , 
“The Soap of Beautiful Women” Fanny Brice (Baby Snooks) ne 
“BO.” What GELATIN DESSERT sponsors, on the radio? 
“Keep that Schoolgirl Complexion” ack Benny a 
W ha it TOOTHPASTE Or TOOTH POWDER advertises? he Aldrich Family ase 
“Guard against Pink Toothbrush” What DRY CEREAL sponsors, on the radio? 
“Remove that Film” Jack Armstrong Sictiietieieeedaniiidimntitie 
What soup advertises? Young Dr. Malone___ ae 
“Look for the Red-and-White Label’ What soup paenaere, on the radio? 
W hat DRY CEREAL advertises? OE as Se ae 
“The Breakfast of Champions” What TOooTH PASTE sponsors, on the radio? 
“The Self-Starter Breakfast” Bob Hope ~ ——w 
W hat COFFEE advertises? Eddie Cantor ™ Saat 
“It’s Dated” What soap sponsors, on the radio? 
“Good to the Last Drop” _ Grand Central Station wpanmtengit , 
What GELATIN DESSERT advertises? Ma Perkins SS ee Se ee 
“Six Delicious Flavors” __ Meet Mr. Meek “ sinmaensilininindiny 
“Seven Luscious Flavors” Hill Top House ES Ee EE eT ee 
ADDRESS. CITY eae 


had actually called on such a person was_ vided into two age groups; under 45 years 
made each week by postcard. Interviewers and over 45. Families from representative 
were instructed to call on friends, neigh- occupational groups were included in the 
bors, and acquaintances in the middle- sample. 

income group. The adequacy of the sample was checked 

Urban middle-income families were de- for “stability” or “consistency,” using the 
fined as those owning homes valued at cumulative frequency method. (For dis- 
from $3000 to $7500, or having a monthly cussion of this method, see: L. O. Brown, 
rental of from $30 to $75. Farm families Market Research and Analysis (New 
were selected on the basis of an annual York: The Ronald Press, 1937), pp. 311- 
income estimated at about $1500. 319. 

The representativeness of the sample was The Triple Associates Test, devised by 
attained by interviewing urban, rural,and Dr. H. C. Link of the Psychological 
farm residents in cities and towns of vary- Corporation, was used to gather data on 
ing sizes. The respondents were equally di- brand consciousness. Certain advertising 
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COPY OF QUESTIONNAIRE—SCHEDULE B 


Dear House Wife: The purpose of this survey is to give students atKent State University practice and training in making market researches. 
Your cooperation in filling out this blank will be appreciated. BUREAU OF BUSINESS RESEARCH, KENT STATE UNIVERSITY 





Way do you use this Branp? (Check all reasons.) 


1. What Branp of the following | BRAND 





items do you use regularly? 


SIZE SPEED | TASTE 








MILD- 
NESS 


RICH- 
NESS 


ECON- 
OMY 


| PACK- | OTHER | Don’r 
SAFETY] ace 


ODOR REASONS! KNOW 





COFFEE | 





GELATIN DESSERT 





SOUP 


| 
| 
| 





DRY CEREAL 








COOKING CEREAL 








TOOTH PASTE 








TOOTH POWDER 





ALL PURPOSE SHORTENING 








TOILET SOAP 





| 

| 
mee ae 

| 





| 
| 
| 
| 
| 
| 
| 
| 
| 
} 








GRANULATED WASHING SOAP 





ALL PURPOSE CAKE SOAP 





FINE LAUNDRY FLAKES 





FLAKE WASHING SOAP 
CLEANING AND WASHING SOAP | 


| | 
|_| 
| || 
me or oe 
; | || 


| 
| 





2. What soap advertises? 
“The New Anti-Sneeze”’ 
“The Soap of Beautiful Women” 
“B. oO.” 
“Keep that Schoolgirl Complexion” 

What TOOTHPASTE or TOOTHPOWDER advertises? 
“Guard against Pink Toothbrush”’ 
“Remove that Film”. 

What soup advertises? 
“Look for the Red-and-White Label’ 

What pry CEREAL advertises? 
“The Breakfast of Champions”. 
“The Self-Starter Breakfast”, 





























What correE advertises? 
“Tt’s Dated” 
“Good to the Last Drop” 

What GELATIN DESSERT advertises? 
“Six Delicious Flavors” 











“Seven Luscious Flavors” 
ADDRESS 





CITY 





slogans and radio shows were selected for 
identification (Tables 3 and 4). The Triple 
Associates Test operates as follows: Re- 
spondents were asked, for example, “What 
Coffee advertises, It’s Dated?”, and, 
“What Coffee sponsors on the radio, Char- 
lie McCarthy?” 

Interviewers reported excellent coopera- 
tion on the part of a major proportion of 
those interviewed. The answer given by 
the interviewee was written in the blank 
provided. Interviewers were instructed to 
count ten before writing in, “Don’t know.” 
In some cases they were stopped when they 
tried to move on to the next item with 
some remark as, “I know the answer. Just 


3. What COFFEE sponsors, on the radio? 
Charlie McCarthy 
Fanny Brice (Baby Snooks) 

What GELATIN DESSERT sponsors, on the radio? 
Jack Benny. 
The Aldrich Family 

What DRY CEREAL sponsors, on the radio? 
Jack Armstrong 
Young Dr. Malone 

What soup sponsors, on the radio? 

Amos and Andy —_ 

What TOOTHPASTE or TOOTHPOWDER sponsors, on the radio? 
Bob Hope. 
Eddie Cantor. 

What soap sponsors, on the radio? 
Grand Central Station 
Ma Perkins. 

Meet Mr. Meek 
Hill Top House. 
COUNTY 









































INTERVIEWER 








a minute and it will come to me.” 

Brand usage was determined from the 
question, “What brand of the following 
products do you use regularly?” The door- 
step method rather than the pantry-count 
survey was used. Usually, interviewees can 
more easily and more accurately delineate 
the products they regularly use than they 
can report the brand in the pantry at the 
time of interview. Furthermore, pantry 
counts may disclose brands not used regu- 
larly but which happen to be on the shelf 
because of: (1) substitutions made by re- 
tailers, and, (2) goods purchased, the use 
of which has been discontinued for various 
reasons. 
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After the brand used regularly was 
stated, respondents were asked one of two 
questions: Question 1, “What influenced 
you to buy sis brand?”, or, Question 2, 
“Why do you use this Brand?” Question 1 
dealt with influences such as radio, maga- 
zines, etc. Question 2 was concerned with 
attributes of the product itself, such as size, 
speed, taste, etc. 

A check list was provided and respond- 
ents were asked to check all reasons that 


might have played a part in their pur- 
chases of the particular brand. Three sets 
of check lists were made up in order to 
eliminate the factor of position in the lists. 
Thus the position of an item on the list did 
not influence to any great extent the final 
results. 

The questionnaire schedules were tested 
and retested before interviewers were 
given the questionnaires ultimately used. 
(Copies of the questionnaire are attached.) 


DISCUSSION: RALPH CASSADY, JR. 
University of California, Los Angeles 


When one considers the subject of con- 
sumer preferences one is struck with the many 
alternatives facing purchasers of goods and 
services. Preferences may be manifested in 
such categories as the generic product, the 
brand, the size of package, the style, the color, 
place of purchase, the time, as well as the 
price. And as we have seen from the discus- 
sion today many specific devices have been 
created for determining what consumers pre- 
fer. Actually, however, the basic methods uti- 
lized to reveal preferences are few in number, 
practically all techniques falling into one of 
several fairly clear-cut categories: 

First, there are those studies which are ob- 
servational in character. Such would be the 
pantry studies made by various market ana- 
lysts and the store sales analyses designed to 
find out what brands of merchandise actually 
are being acquired by consumers. An exceed- 
ingly clever corollary of this perhaps is the test 
made by a picture magazine several years ago. 
Faced with a demand situation far in excess 
of supply, this concern was enabled to arrive at 
quantitative conclusions by the simple process 
of feeding one presumably typical locality all 
of the copies that it would absorb and apply- 
ing the results to the whole national market. 

A second basic type of study is the survey 
method. In this case one analyzes not an actual 
sales situation at all but instead probes con- 
sumers’ opinions by means of questionnaires 
with the idea of predicting consumer market 


behavior. Our practical psychologists have in- 
deed made strides in this phase of preference 
analysis and much may be learned about con- 
sumers’ desires through this method. The in- 
genious department store association survey 
which attempts to prognosticate basic style 
preferences by requesting pre-judgments by 
customers is an example of one which may in 
time aid materially in solving merchants’ fash- 
ion problem. Likewise the large chain store’s 
method of polling customers of certain de- 
partments with respect to customary prices 
paid for particular lines of merchandise in re- 
lated departments holds tremendous possibili- 
ties in scientific pricing. 

Third, there is the experimental method 
which utilizes the “guinea pig technique” in 
testing consumer reactions to an actual prod- 
uct or service. This method utilizes a pre- 
arranged test designed to isolate and measure 
particular influences. Such, of course, is the 
brilliantly conceived scheme of determining 
preferences as between different consistencies 
of a product (say) by furnishing generous sup- 
plies of different types to presumably repre- 
sentative groups of consumers and correlating 
expressed preferences for the several kinds of 
product with remaining quantities of each. 

Finally, there is the method of trial and 
error which is utilized in some instances in a 
quasi-scientific manner. Into this category must 
be placed the effort of one mail order institu- 
tion which, from time to time, tries out price 
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line changes in test stores, often with resulting 
tremendous increases in sales volume. 

While one cannot deny the ingenious nature 
of the consumer preference schemes which 
have been devised one should point out even 
at the risk of being repetitive that studies of 
this type may possess serious limitations and 
that, therefore, as in any research activity, 
smugness should be avoided. In the following 
several paragraphs I intend merely to point up 
certain limitations. In so doing I hope that 
we can develop some further discussion. In 
order to accomplish this result, I shall adhere 
to generalizations rather than to criticisms of 
any one individual. It seems to me that there 
are at least three pitfalls lying in the path of 
those probing consumer preferences: 

1. Utilizing inadequate samples. This may 
apply either to numbers or to representative- 
ness or to both. Inferences drawn on a basis of 
faulty sampling may, of course, be quite 
erroneous. One radio program out on the 
Coast employs the technique of submitting a 
sample of each prospective client’s product to 
fifty housewives for test as to quality and price 
before signing an advertising contract, the sta- 
tion accepting no advertising from a company 
whose product receives less than 80 per cent 
favorable response. While the device is exceed- 
ingly clever, the smallness of the sample leads 
one to wonder whether another sample of the 
same size might not reveal quite different re- 
sults. One suspects, in other words, that the 
unusually interesting nature of the program 
itself underlies its phenomental success; that 
in some instances at least, merchandise is sold 
despite value limitations which might have 
been revealed by more adequate sampling. 

2. Placing too much reliance on consumers 
memories and placing any at all on their 
omniscience. One survey about to be launched 
out in California has as its very worthy purpose 
discovering changing consumer preferences 
arising out of emergency conditions. To dis- 
cover these changes the survey method is to be 
utilized and each consumer will be asked to 
answer over one thousand questions relating 
to purchasing habits in the food field. While 
many of the questions relate to past transac- 


tions and therefore are theoretically answer- 
able (although ever her queries are posed con- 
cerning reasons for behavior, many of which 
cannot be isolated), several relate to future 
purchases. They require information concern- 
ing transactions which would be affected in 
case the consumer is forced to modify his con- 
sumption pattern in the future. The proper 
answer to such questions, I take it, is “Who 
knows?” 

3. Drawing too many inferences from one 
established fact. One may find from a sales 
test, for example, that people buy one brand 
in much greater quantities than others. One 
cannot conclude, however, that the physical 
attributes of the popular product underly its 
success since many other variables obtain such 
as merchandising plans, containers, advertising 
techniques, as well as prices. Indeed, quality 
may be least important of all and any conclu- 
sion based on product analysis alone may be 
exceedingly dangerous. Likewise, in the style 
survey based on pre-judgments (even assum- 
ing sound sampling and that consumers always 
know what they want in advance of actually 
seeing the product) one may err badly if he 
concludes that a style selected from sketches 
by a consumer jury necessarily will be pre- 
ferred when incorporated into a garment. By 
so doing, he exceeds by far the limits of sound 
inference because of the tremendous impor- 
tance of such things as color, fabric and work- 
manship, any one of which might outweight 
the importance of design. 

All this suggests that in many instances 
greater restraint must be practiced in analyz- 
ing consumer preferences; that in others even 
more subleties have to be introduced in ques- 
tionnaire techniques; that in still others closer 
adherence to sampling principles devised by the 
statisticians should be practiced; and in most 
cases perhaps that more controlled experiments 
should be conducted. Of one thing we are 
sure: the more experiments undertaken the 
more chance we have of widening horizons. 
Hence we, on the theoretical side of the busi- 
ness and economics field, are happy to find that 
practitioners are placing demand “under 


glass.” 
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Epitror’s Notre: The following four papers were 
presented at the session on “Economics of Advertis- 
ing.” Ralph Starr Butler, General Foods Corpora- 


tion was chairman of the meeting. 


HAVE BEEN allotted thirty minutes to 

give a summary of the findings of the 
Harvard study relating to the economic 
effects of advertising. In this time I can 
do little more than touch upon a few of 
the more important conclusions, for to give 
you the full summary chapter of my re- 
port, in which I have brought together the 
conclusions drawn from the large volume 
of factual material amassed, would require 
five times the period assigned me. 

Just a word regarding the study itself. 
This factual investigation of advertising, 
first proposed to the Harvard Business 
School by the Advertising Research Foun- 
dation in 1937, was financed by a gift from 
Mrs. Alfred W. Erickson, of New York, 
as a memorial to her husband. Additional 
funds to complete the study were supplied 
from School research funds. In the con- 
duct of the study and in the publication of 
findings the Harvard Business School was 
an entirely free agent. I was given the 
responsibility for the conduct of the study 
and a corresponding freedom in the direc- 
tion of the factual investigation and the 
determination of findings. I was fortunate, 
however, in having the active advice and 
counsel of an advisory committee, con- 
sisting of five of my Faculty associates, 
Professors T. H. Brown, E. P. Learned, 
H. T. Lewis, M. P. McNair, and H. R. 
Tosdal. Whatever merit the study may 
have, I gladly attribute to these men who 
gave unstintedly and unselfishly from their 
store of knowledge and experience. I can- 


not ask them to share criticism for the 
weaknesses of the study, however, because 
the responsibility for the collection and 
analysis of data and the presentation of 
findings rested with me. 

In the collection of material, all ap- 
proved scientific methods were utilized. 
The literature in appropriate fields was 
carefully examined, analyzed, and evalu- 
ated. Extensive correspondence was carried 
on and important use was made of mail 
questionnaires in securing information 
from business firms. Much more reliance 
was placed upon personal investigations 
and more or less extensive interviews with 
business executives, consumers, and others 
who are concerned with advertising and 
its effects. Trained research personnel was 
engaged to do the principal interviewing 
work under my personal and continuing 
supervision. For certain portions of the 
study the thousands of case studies which 
have been made through the Harvard 
Business School since 1920 and during the 
course of the investigation proved most 
useful. 

The report itself, a volume of about 
1,000 pages, contains only a selection 
among a vast quantity of material collected 
during the study and is divided into seven 
parts. 

Part I, which recounts the development 
and use of advertising by businessmen, 
provides an economic background. Besides 
a discussion of the growth of advertising 
in the economy and a report on the volume 
of advertising expenditures, there are two 
chapters written for laymen and for econo- 
mists in which I have attempted to give 
a realistic picture of the way in which ad- 
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vertising is used by businessmen and in 
which I have appraised it effectiveness as 
a profit tool. I have proceeded on the 
theory that before the social effects of ad- 
vertising can be appraised, its use must be 
understood. These chapters in turn are fol- 
lowed by a chapter written for business- 
men, in which I have attempted to show 
how from value theory have come the 
issues regarding the economic effects of 
advertising which served as guides for the 
factual study. I have found that business- 
men generally have not understood eco- 
nomic terminology employed in discussions 
of advertising, and in this chapter I have 
sought to provide a basis for such under- 
standing. 

Part II is a factual study of the effect 
of advertising on the demand for products 
and services. Part III deals with the effects 
upon costs, both marketing and production. 
Part IV discusses the relation of adver- 
tising to prices and pricing practice. Part V 
presents material relating to advertising’s 
effect on the range of products available, on 
quality, and on consumer choice. Part VI 
gives evidence and conclusions regarding 
advertising’s effects on investment and 
volume of income; while Part VII is a 
study of the ethical aspects of advertising. 
This part of the study is included because 
of the important bearing of ethics upon 
economic practice. 

Since it would take two and one-half 
hours to give the summary of conclusions 
of my final chapter, I am turning to a 
topical summary of findings, drawn by 
the Advisory Committee from the report 
for the prefatory statement. The condensed 
assertions of this outline do not afford any 
presentation of evidence nor permit the 
many qualifications which are carried in the 
text of the report, but they will serve to 
give you a quick view of the findings. I 
omit all reference to conclusions of Part I, 
relating to quantitative aspects and to the 


use of advertising by businessmen, and of 
Part VII on the ethical aspects. Attention 
is focused instead on the economic effects 
of advertising. 


I. The Effects of Advertising on De- 

mand 

A. For many products advertising 
tends to speed up favorable 
trends of demand; that is, if 
underlying conditions are fa- 
vorable to an increase in demand 
for the product, e.g., cigarettes 
during recent years, the use of 
advertising tends to enhance and 
accelerate the rising trend of de- 
mand. 

B. In the case of a declining trend 
in demand, e.g., cigars, adver- 
tising is powerless to halt or re- 
verse the trend. It can do no 
more than temporarily delay 
it. 

C. Where possibilities of expanding 
a market do not exist, or where 
there is a declining trend of 
demand, cooperative industry 
advertising campaigns have not 
been able to succeed. 

D. By aiding in the expansion of 
markets through accelerating a 
rising trend of demand, adver- 
tising also helps to increase the 
elasticity of demand. 

1. As greater numbers of people 
become acquainted with a 
product, there is more oppor- 
tunity to increase dollar sales 
volume through price reduc- 
tions. 

. This expansion of markets 
often is needed in order to 
make it profitable for a busi- 
nessman to reduce prices. 

3. The expansion may make 

possible lower costs for indi- 

vidual firms, which can be 


to 
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reflected in price reductions. 


E. The expansion of the market 


also makes it possible for new 
competitors to enter. 


F. The building of the market by 


means of advertising and other 
promotional devices not only 
makes price reductions attrac- 
tive or possible for large firms; 
it also creates an opportunity to 
develop private brands, which 
generally are offered at lower 
prices. Many national adver- 
tisers consider such competition 
as parasitic, since there is 
frequently present an element of 
trading on the reputation of es- 
tablished brands. The private 
branding concerns would have 
much less opportunity to operate 
if advertising by others did not 
precede their activities. In spite 
of the disfavor in which they 
may be held by national adver- 
tisers, private branders who elect 
to compete on a price basis serve 
a definitely useful economic 
function. 

. As a general rule, businessmen, 
particularly manufacturers, have 
not fully recognized the oppor- 
tunities for increasing sales vol- 
ume and profits through the ex- 
ploitation of demand elasticity. 
In general they have been too 
ready to assume that demand is 
inelastic, and have not been suf- 
ficiently willing to experiment 
with price strategy. 

. Possibilities for the use of adver- 
tising by individual companies 
vary widely. If the right combi- 
nation of conditions is present, 
the effect of advertising is to 
increase the demand for the par- 
ticular company’s product. 


There are situations, however, 
in which it does not pay a com- 
pany to advertise, because of in- 
sufficient product  differentia- 
tion, lack of strong consumer 
buying motives, insufficient size 
and frequency of sale, and so on, 
e.g., matches, wheat, and nails. 
Advertising in these cases is 
highly unlikely to increase the 
demand for a particular con- 
cern’s product. 


. Where advertising does operate 


to increase the demand for the 
individual concern, it tends to 
make the consumer demand for 
that product inelastic. That is, 
it enables the company to main- 
tain its prices when there is a 
general market decline, and it 
enables the company to ignore, 
within limits, price changes on 
directly or indirectly competing 
products. This tendency is ob- 
served especially for commodi- 
ties which are highly differen- 
tiated from others and for 
commodities for which consum- 
ers have very strong emotional 
buying motives. 


. In the longer run, however, 


competitive forces tend to 
weaken the condition of a com- 
pany which relies on advertising 
to bring about an inelasticity of 
its individual demand and thus 
enable it to ignore price compe- 
tition, especially during periods 
of depression. Either other 
manufacturers or private brand- 
ers competing on a price basis 
eventually take business away 
from the concern which seeks to 
maintain high prices in the face 
of declines in the general levels 
of market prices. 
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II. The Effects of Advertising on Costs 
A. The Effects of Advertising on 

Total Marketing Costs. 

1. Advertising is not in itself 
the cause of high distribution 
costs. In a society character- 
ized by increasing complexity 
of goods and increasing di- 
visions of labor, marketing 
costs inevitably become a 
major part of the final price 
paid by consumers. In such 
a society the consumers 
and producers are widely 
separated in space, time, and 
knowledge; and division of 
labor appears not only in 
manufacturing but also in 
distribution. As manufactur- 
ing costs are reduced by a 
larger scale of operations, 
marketing costs usually ac- 
count for a larger share of 
the final price. Because con- 
sumers and producers are so 
widely separated and because 
the products of a modern 
economy are so varied, in- 
formational costs, whether 
they be incurred for adver- 
tising or for personal selling, 
must make up some substan- 
tial part of total marketing 
costs. Advertising is a part 
of present-day high distribu- 
tion costs, but it is not a basic 
cause of the high proportion 
of these costs. 

2. It is not possible to state pre- 
cisely whether the presence 
of advertising in the eco- 
nomic system has the effect 
of increasing or of reducing 
marketing costs generally. 

a. Although there is a sub- 
stantial body of informa- 


tion available in regard to 
marketing costs, there are 
too many gaps and discon- 
tinuities in it. For instance, 
there is inadequate infor- 
mation on the marketing 
costs of manufacturers and 
of certain types of dis- 
tributors. 


. It is not possible to trace 


on a large statistical scale 
the effects of advertising 
by manufacturers on the 
expenses and margins of 
distributors and dealers 
who handle advertised 
products. Advertising or- 
dinarily tends to give low 
selling costs among dis- 
tributors for the brands 
advertised. In individual 
cases it is well established 
that advertising manufac- 
turers accord smaller mar- 
gins to middlemen than 
they normally take on 
unbranded or privately 
branded merchandise. 
Whether these reductions 
in margins are more or less 
than sufficient to cover the 
manufacturers’ cost of ad- 
vertising is uncertain; the 
evidence is both inade- 
quate and conflicting. 


. In addition there is 


the further complication 
which comes from the 
shifting of promotional 
functions. A department 
store or chain store or- 
ganization with numerous 
private brands may have 
a relatively high cost of 
doing business, but ade- 
quate information is not 
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yet available to show how 
much the performance of 
these promotional func- 
tions by the distributor 
may have lowered the 
manufacturers’ marketing 
costs. 

d. Although it is frequently 
argued that advertising 
may tend to reduce distri- 
bution costs because it is 
an effective substitute for 
personal selling _costs 
(which commonly run 
larger than advertising 
costs), the evidence avail- 
able does not prove that 
this contention always 
holds true. In many in- 
stances advertising proves 
to be a more economical 
selling method than is per- 
sonal selling. In other in- 
stances advertising is an 
economical and effective 
complement to personal 
selling. But frequently 
the use of advertising 
does not bring a re- 
duction in personal selling 
costs or total marketing 
costs. Advertising and per- 
sonal selling are not neces- 
sarily interchangeable. 

3. There is some evidence point- 
ing to the conclusion that 
among certain types of mid- 
dlemen, e.g., department 
stores, large concerns have 
higher percentage costs (in- 
cluding advertising) than 
small companies. Such com- 
parisons, however, are likely 
to be very misleading. 

a. Frequently the variety of 
merchandise handled by 


the large firms differs 
greatly from that handled 
by the smaller firms. 

b. Many large concerns em- 
brace in their activities a 
considerably greater num- 
ber of marketing functions 
than do the small con- 
cerns; that is, they reach 
back directly to the manu- 
facturer instead of being 
approached by the manu- 
facturer through various 
intermediaries. 

Thus, when some large con- 
cerns spend proportionately 
more for advertising than do 
their smaller competitors, it 
is quite possible that they are 
taking the place of the manu- 
facturer or some other mid- 
dleman with respect to such 
expenditures, and that the 
sum total cost borne by the 
consumer may be even less 
in their case than in that 
of some of the smaller com- 
panies. 


. What interests the consumer, 


of course, and society at large, 
is the lowest possible combi- 
nation of production and dis- 
bution costs. The fact that 
while the ratio of marketing 
costs has been rising, final 
prices to consumers for many 
articles of merchandise have 
been lowered, lends credence 
to the presumption that in 
the past higher distribution 
costs have been more than 
offset by lower production 
costs. But it is not possible to 
make the generalization that 
higher distribution costs to- 
day are always offset by 
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lower production costs. There 
is evidence that this is true in 
many cases, but there is no 
certainty that increased costs 
of distribution do not, in 
some instances, result in 
higher prices to consumers. 


B. The Effects of Advertising on 
Total Manufacturing Costs. 
1. In many industries the large 


scale of operations made pos- 
sible in part through adver- 
tising has resulted in reduc- 
tions in manufacturing costs. 


. The claim that a large con- 


cern which advertises neces- 
sarily gains advantages in 
production costs over non- 
advertising or smaller firms 
is not always based on fact. 
The evidence shows that 
small nonadvertising com- 
panies sometimes have as low 
production costs as large 
companies. 


. Many small firms “ride on 


the coat tails” of their larger 
competitors. They avoid in- 
formation costs and let the 
larger concerns bear the bur- 
den of developing the de- 
mand. In some of these cases 
the lower advertising and 
general marketing costs of 
these small companies are off- 
set by their higher production 
costs. This situation suggests 
that it may be a mistake to 
view each concern, institution, 
or function atomistically; that 
comparisons between small 
and large concerns or be- 
tween advertising and non- 
advertising concerns are nec- 
essarily imperfect; and that 
costs have organic aspects in 


society which defy tradi- 
tional methods of analysis. 

4. A special study of production 
and distribution costs of man- 
ufacturers made in connec- 
tion with this investigation 
yielded meager and largely 
unsatisfactory data; but this 
study did indicate that 
economists in their reasoning 
have made unwarranted as- 
sumptions about the busi- 
nessman’s knowledge of 
costs. 

a. Businessmen are quite 
generally unable to fur- 
nish the types of cost in- 
formation required by 
economic analysis. 

b. In general , businessmen 
do not have the precise in- 
formation about certain 
categories of cost which 
the economist’s reasoning 
presupposes. 

c. They do not typically use 
this type of information in 
their actual operations, be- 
cause they do not find 
practical the types of cost 
information assumed in 
theory. 

A sufficient body of fact does 

not now exist to warrant 

many of the _ statements 

about cost that have been 

made both by the proponents 

and by the opponents of ad- 
vertising. 

III. The Effects of Advertising on Price 

A. The long-run effect of advertis- 

ing and aggressive selling costs 

on price is closely related to the 

concept of innovation and 

growth costs. Since the burden 

of developing demand is a sub- 
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stantial and costly one, pioneers 
in any business fairly often must 
make large outlays before they 
begin to get any return on their 
investment. After they have 
developed a demand, the path 
is easier for the imitators who 
follow them, since the latter do 
not have to incur the same de- 
velopmental expenses but at the 
same time are able to take some 
of the market. Fearing this situa- 
tion, the pioneer, of course, seeks 
to get back his growth costs and 
assure himself of a long-run 
profit by utilizing various de- 
vices such as patents and trade- 
marks to obtain something like 
a temporary monopoly for his 
product. Brands, product differ- 
entiation, and advertising are 
some of the means which he 
uses to try to protect his posi- 
tion. The extent to which the 
pioneer’s hope is attained and 
the extent to which his growth 
costs actually enter into the 
equilibrium price depends on the 
strategy and timing of activities 
by the imitators. If some of 
them elect, as they frequently 
do, to use price competition 
(which they can readily do since 
they have lower marketing 
costs), the pioneer may have 
difficulty in recovering his 
growth costs; and these then do 
not enter into long-run price 
equilibrium. 

To the extent that such growth 
costs do enter into equilibrium 
price and are borne by society, 
they may be regarded as part of 
the price of economic progress. 
For without some protection for 
these costs, pioneers would be 


fewer and the opportunities for 
investment would be more 
scarce. When all the imitators 
follow the leaders’ policies, how- 
ever, and do not elect to use 
price competition, then the cost 
paid by society for progress may 
be too high. 


B. The evidence of the study indi- 


cates that advertising has the 
effect of slowing up the develop- 
ment of price competition but 
that it rarely succeeds in pre- 
venting price competition over 
longer periods. 

1. Price competition commonly 
reasserts itself in periods of 
depression, though it is clear 
that many businessmen delay 
too long in reducing prices 
at such a time. 

. Competing firms carry on a 
continual contest for advan- 
tage, and this rivalry takes 
many forms which are in lieu 
of price competition (e.g., 
special concessions, favors, 
rebates, and so on), but 
which ultimately break out in 
the form of price competi- 
tion. 

3. In many industries the large 
scale of operations made pos- 
sible in part through advertis- 
ing has resulted in reductions 
in costs, which frequently 
have been passed on in con- 
siderable part to consumers. 


to 


C. Advertising in general operates 


in the direction of increasing 
price stability and, to some ex- 
tent, lessens the flexibility of the 
price system. 


. In some industries advertising 


has contributed to concentration 
of demand and hence has been 
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a factor in bringing about con- 
centration of supply in the 
hands of a few dominant firms, 
a situation which, according to 
the doctrine of imperfect compe- 
tition, tends to keep prices at 
unduly high levels. The prepon- 
derance of evidence, however, 
indicates that advertising is not 
a basic cause for the concentra- 
tion of supply in the hands of a 
few concerns. 


IV. The Effects of Advertising on 


Quality and Range of Merchandise 


A. Advertising tends to improve 


the quality and range of mer- 

chandise offered to consumers. 

1. Advertising and aggressive 
selling have led to a more 
rapid adoption of new major 
inventions than would other- 
wise have been possible. 

. Advertising has played an in- 
direct but nevertheless real 
and important part in stimu- 
lating product improvement, 
because it has brought about 
competition in product im- 
provement for the sake of 
developing selling argu- 
ments. Although some 
people believe that in the 
short run this type of compe- 
tition results in product dif- 
ferentiations that are trivial 
or foolish, it is through 
numerous small develop- 
ments over a period of time 
that major product improve- 
ments ultimately take place; 
and in a free society it is only 
through trial and error in 
the market that the seller can 
know whether a differentia- 
tion is significantly important 
to the consumer. 


to 


3. In addition to stimulating 
product improvement, adver- 
tising has had a desirable 
effect on product quality 
through the stimulus which it 
offers to the maintenance of 
quality of products sold un- 
der advertised brand names. 

B. Because nonprice competition has 
had these important effects on 
the improvement in quality and 
range of merchandise, it cannot 
be dismissed as a socially un- 
desirable form of competition. 

V. The Effect of Advertising on Con- 
sumer Choice 

A. Advertising and aggressive sell- 
ing have had their most direct 
and important influence on con- 
sumer choice in widening the 
range of merchandise available 
to consumers, __ particularly 
through product differentiation. 
It is sometimes objected that 
these product differentiations are 
not significant ones for con- 
sumers; but in economics the 
worth-whileness of product dif- 
ferentiations must be deter- 
mined in the end by consumers’ 
behavior. 

B. Significant product differentia- 
tions for the consumer are those 
things which give him satisfac- 
tion. He expresses his judgment 
of them by buying or refusing 
to buy. Evidence of the study 
indicates clearly that consumers 
accept some differentiations and 
not others. Over a long period 
competition in product differen- 
tiation leads to significant im- 
provements in products. 

C. The main task of advertising for 
business concerns is to make sales 
mutually satisfactory to buyers 
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D. 


and sellers at low cost, but there 
is evidence that advertising, as 
now practiced, is not giving con- 
sumers sufficient product infor- 
mation to serve as a wholly effec- 
tive guide to consumer choice. 

Nevertheless advertising has 
been the principal source of in- 
formation available to  con- 
sumers, and thus, in spite of in- 
adequacies, has been essential to 
the functioning of the economy. 


. The inadequacy of information 


furnished by advertising has 
justified the development of the 
Consumer Movement in so far 
as the aims of that movement 
are to provide greater informa- 
tion and educate consumers to be 
better buyers. 


*, The evidence suggests that in 


some situations consumers do 
not have enough opportunity to 
buy goods at low prices; and 
that where such options are 
available consumers either are 
not sufficiently aware of them, 
perhaps because of lack of adver- 
tising, or else being aware, they 
do not choose to avail them- 
selves of these options. 


VI. The Effect of Advertising on In- 
vestment and the Level of National 
Income 


A. 


Advertising and aggressive sell- 
ing have been significant forces 
in advancing the technology of 
production and increasing the in- 
vestment in productive facilities 
—two developments which 
largely explain the four-fold in- 
crease of real national income 
per capita during the past one- 
— years. 

. From a long-range point of 

view, advertising and aggres- 


sive selling have played a 
very large though not pre- 
visely measurable part in the 
formation of mental attitudes 
necessary to a high level of 
consumption, especially such 
attitudes as expectation of 
change and the notion of 
progress. In other words, ad- 
vertising has helped to de- 
velop a mobile as opposed to 
a static society. 

. Advertising has stimulated 
new wants with the result 
that the luxuries of one gen- 
eration have become the nec- 
essities of the succeeding 
generation. 

3. The possibility of using ad- 
vertising and aggressive sell- 
ing to bring businesses more 
quickly into the profit-making 
zone has facilitated the per- 
formance of the entrepre- 
neurial function. 

4. Advertising and aggressive 
selling have speeded up tech- 
nological change. 

5. Advertising and aggressive 
selling have had their great- 
est influence on investment in 
new industries, though they 
have also helped to increase 
the demand for the products 
of established industries. 


i) 


B. The gains from new _ invest- 


ment in plants to produce new 
products and from investment 
in labor- or captital-saving ma- 
chines are not all net gains to 
the consumer group, since the 
new plant causes obsolescence of 
the old. But such losses from 
obsolesence should not be over- 
emphasized. In spite of losses 
and dislocations that have oc- 
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B. Far-sighted _ business 


curred in the process of change 
and growth, the balance in 
terms of real consumer income 
and rising standards of living 
appears to rest in favor of 
change. 


VII. The Effect of Advertising on Busi- 
ness Cycles 
A. Advertising may slightly accen- 


tuate the swings of cyclical fluc- 

tuation in business. 

1. The evidence indicates that 
the volume of advertising ex- 
pands during a boom and 
contracts during a depression. 

. Businessmen make relatively 
little attempt to use advertis- 
ing to offset cyclical move- 
ments. 


Ne 


manage- 
ment might be able to employ 
advertising effectively in launch- 
ing new products to combat 
cyclical downswings. Some 
managements have done so. 


C. There is no convincing evidence 


that advertising and aggressive 

selling constitute a cause of 

cyclical fluctuations. 

1. It is true that advertising is 
probably one of the contri- 
butory causes to lack of flexi- 
bility in price structure. This 
inflexibility is found in both 
upward and downward price 
movements. 

2. But the argument which 
makes such lack of flexibility 
in the price structure a signifi- 
cant cause of cyclical fluctua- 
tions is not well supported. 

. The “bullish” point of view 

typical of the entrepreneur who 

makes substantial use of adver- 
tising and other aggressive sell- 
ing devices is essential to the 


revival of private investment 
needed for business recovery in 
any period of depression. 


VIII. Principal Dangers in the Contem- 
porary Use of Advertising 


A. 


There is a tendency among 
businessmen to assume too 
readily that demand is inelastic 
and consequently to refrain from 
sufficient use of price as a compe- 
titive weapon. 

Consumers sometimes do not 
have sufficient freedom of choice 
to buy nonadvertised or pri- 
vately branded goods on a price 
basis. 

In some instances, owing to the 
dominating position of large 
advertisers, there may be insufh- 
cient freedom of entry of new 
enterprises into established in- 
dustries. 


. The advance in distribution costs 


may be reaching the point where 
greater than corresponding de- 
clines in production costs are no 
longer forthcoming, and where 
the conveniences and _ services 
associated with present-day dis- 
tribution may be proving too ex- 
pensive a luxury for some 
pocketbooks. 

Present-day advertising does not 
give consumers sufficient infor- 
mation to enable them to buy 
with full economic effectiveness. 


IX. Important Counterbalancing Forces 


A. 


A substantial number of firms 

elect to compete on a price basis. 

1. Many small manufacturers 
cater to the demands of pri- 
vate branding distributors 
and therefore sell at low 
prices. 

2. A considerable number of 
large companies also make up 
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merchandise for sale under 
private brands. 

3. There has been a substantial 
growth of strong distributive 
enterprises, such as chain 
stores, which sell private 
brands to a considerable ex- 
tent on a price basis and 
which pit their strong buy- 
ing power (and sometimes 
their own manufacturing 
facilities) against the monop- 
olistic tendencies of some 
manufacturers. This develop- 
ment has done much to keep 
the situation in balance. 

4. New types of enterprise in 
the distributive field usually 
elect to compete on a price 
basis, e.g., supermarkets. 


B. The growing influence of the 


Consumer Movement, through 
its emphasis on price as related 
to objective product qualities, 


tends to offset in part the prac- 
tice of some advertisers to lay 
heavy stress on appeals to emo- 
tion and instinct. 

C. Efforts of businessmen to reduce 
wastes in advertising and selling 
through the use of improved 
techniques of market study, 
budgeting, and measurement of 
advertising results, operate in 
the direction of lightening the 
burden of cost carried by con- 
sumers. 

X. Final Conclusions on the Economic 

Problem 

On balance, the general conclusion 

to be drawn from the evidence is 

that the functional objectives of 
advertising in a dynamic economy 
are socially desirable and that adver- 
tising as it is now conducted, though 
certainly not free from criticism, is 
an economic asset and not a liability. 





EVALUATION OF THE HARVARD STUDY 


GEORGE BURTON HOTCHKISS 
New York University 


HE HARVARD study of the Economics 
Te Advertising is an important mile- 
stone in the development of our knowledge 
of this subject. No one who has read the 
manuscript, which will make a book of a 
thousand pages or more, can fail to be 
impressed with the enormous amount of 
scholarly labor it represents, or with the 
scientific spirit in which the evidence has 
been analyzed and interpreted. It should 
put an end to the loose generalizations and 
exaggerated claims that have been made 
for advertising or against advertising. It 
should mark the beginning of a more fac- 
tual approach toward an understanding of 
the place of advertising in our economy. 

Many persons will find the book dis- 
appointing. Its formidable array of statis- 
tics does not make for easy reading, and 
the author has resisted the temptation to 
brighten it up by personal anecdotes or by 
the journalistic tricks that characterize the 
best-sellers. A genuinely scientific treatise 
cannot afford the sensationalism of the 
guinea-pig exposés. What is more impor- 
tant, the conclusions are cautious to the 
point of reticence. They decline to go one 
inch farther than the evidence justifies. 
And often the conclusion is that the evi- 
dence is incomplete and too conflicting to 
permit a safe generalization. 

It is perhaps presumptuous for this re- 
viewer, with his much less thorough ex- 
amination of the material, to suggest that 
in some divisions of the subject the evi- 
dence does warrant more positive conclu- 
sions than have been drawn; also, that in 
some other divisions insufficient weight has 
been given to certain contributory factors 
that enter into business policies. If in my 
discussion I devote most of my time to 
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these, it is merely because I am so com- 
pletely in accord with the purposes, meth- 
ods, and results of the study as a whole. 
Indeed, I do not believe any future writer 
or speaker can safely presume to discuss the 
economic effects of advertising until he has 
familiarized himself with Professor Bor- 
den’s treatise. 

The very existence of such a book should 
be a check upon the utterances of those 
who assume that their limited personal 
observations qualify them to speak with 
authority on the subject of advertising. 
Many a doctor and lawyer who would be 
justly scornful of a layman’s opinion re- 
garding his own science is nevertheless 
quite sure that he knows all about advertis- 
ing, and quite willing to air his views. 
When he has hefted the Economics of 
Advertising, leafed through a few chapters 
and discovered that despite the enormous 
amount of factual material assembled there 
the author still does not claim to know all 
about advertising, his own cocksure atti- 
tude may give way to one of respectful 
humility. 

It would be unduly optimistic to expect 
much abatement of the attacks on advertis- 
ing. However, it seems probable that their 
direction may change. Some of them are 
already recognizable as attacks, not on 
advertising itself, but upon the system of 
free competitive enterprise of which adver- 
tising is an integral part. Not all of those 
who condemn advertising are consciously 
advocates of any form of authoritarianism 
or state socialism, but many are already in 
that camp and others are moving in the 
same direction. 

On the other hand, those who are gen- 
uinely desirous of preserving free enter- 
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prise will need to become critics not of 
advertising, but of specific advertisers and 
their malpractices. And this without that 
all-too-common assumption that malprac- 
tice is the rule rather than the exception. 
Strictly speaking, of course, all criticisms 
of advertising are in reality criticisms of 
specific advertising practices. Advertising 
is no more a subject of censure or justifica- 
tion than is transportation, communication, 
or education. All of these forces are subject 
to misuse, and there are many bad drivers, 
both of automobiles and of advertising 
campaigns. With all the safeguards that 
can be set up, accidents occur. Usually the 
bad drivers end by eliminating themselves. 
The Harvard study seems to have 
covered practically all the malpractices and 
questionable practices that are alleged to 
be prevalent in national advertising by 
manufacturers. It is less inclusive of retail 
and other local advertising although 
national advertising accounts for scarcely 
more than one-fourth of the total expendi- 
ture for advertising in a typical year. Few 
persons realize that classified newspaper 
advertisements, the humble “want ads,” 
represent over one hundred million dollars 
a year, and on the basis of cost in relation 
to results might be considered the most 
wasteful kind of advertising. However, 
want ads are never criticized. Individually 
they are small and do a necessary job in 
the cheapest way that has been found. 
Fundamentally this is the economic justi- 
fication for any kind of advertisement. But 
from a social viewpoint it is possible to 
question the necessity or desirability of the 
various sizes, functions, and methods of 
advertisers. Unfortunately, many of the 
largest advertisers whose trade-marks are 
nationally known are unable to isolate their 
advertising costs from their other costs, 
and show in even approximate figures 
where the expenditure justified itself. In- 
deed it is a matter of historic record that 


executives of once famous and prosperous 
companies have discontinued their advertis- 
ing because of inability to discover its justi- 
fication, only to discover, too late, that it is 
impossible to remove one element of a 
successful enterprise and have the rest 
remain unchanged. 

For this reason and others, I am com- 
pelled to agree with Professor Borden’s 
conclusion that “it is doubtful whether 
adequate and satisfactory cost evidence will 
ever be available.” Furthermore, I consider 
it more harmful than helpful to demand 
that the advertising appropriation of a 
company continually demonstrate its econ- 
omy by bringing in traceable profits for 
each dollar spent—particularly if this is 
done by advertisements pulling returns in 
the form of box tops, requests for samples, 
entries in prize contests, etc. Far better, 
in my opinion, to educate the public re- 
garding the distinctive merits of the com- 
pany and its products or services. This 
educational job, of course, cannot be efhi- 
cient or economical, unless the messages 
are in a form the consumers will receive. 
If, as often happens, this means messages 
of high emotional content, the objection 
to them must be based on other than eco- 
nomic grounds. The economist must reckon 
with people as they are. The advertiser, 
like every other teacher and preacher, must 
deal with them as they are. 

Of the various problems associated with 
national advertising in which customary 
practices have provoked criticism, I shall 
deal with only four: 

1. The problem of product differentia- 
tion. 

2. The problem of monopoly. 

3. The problem of price rigidity. 

4. The problem of war-time advertising. 

With the exception of the last problem, 
which is touched upon only indirectly, all 
these questions are adequately considered 
in Professor Borden’s study. I do not chal- 
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lenge his conclusions on any of them, but I 
wish to make a few supplementary com- 
ments and suggest some modifying factors. 
A favorite charge of consumer leaders 
is that advertising is responsible for multi- 
plying the number of brands with minor 
and insignificant differentiations, and hence 
contributing to the bewilderment of con- 
sumers. This is supposed to be a matter of 
common knowledge, and yet I have not 
found either in the Harvard study or 
elsewhere any statistical support for it. On 
the contrary, the figures for many fields of 
commodities where advertising is extensive 
show the opposite trend. In the early stages 
of a new type of commodity, such as the 
automobile and its accessories, the radio, 
or the mechanical refrigerator, brands are 
numerous, and widely differentiated. In- 
dividuals rush in with their offerings, hop- 
ing to win popular favor. Some do. The 
others, whose differentiating factors please 
too smal] a number of customers, either 
drop out of the running or bring their 
products into closer conformity with the 
popular brands. Thus among passenger 
automobiles, steam-power, rear engines, 
front-wheel drive, air-cooling, and various 
other differentiations made their bid for 
favor, but ultimately passed from the 
scene. Of the thousand or more brands of 
cars, scarcely more than a score survive. 
This process of elimination and survival 
has been more rapid in the United States 
than in Great Britain, where advertising 
was less extensively used. It has occurred 
conspicuously in fields of intense competi- 
tive advertising, such as breakfast foods, 
bicycles, safety razors, radios, and even 
cigarettes. While the impulse of the manu- 
facturer is to differentiate his product and 
thus provide talking-points for his advertis- 
ing, his unique features that win popular 
approval are adopted or imitated by others 
and cease to be unique; those that fail to 
win approval are soon discarded. Thus 


competing products tend to approach a 
norm, or standard, and a close equivalence 
in price. At the same time they retain 
enough individuality to permit consumers 
some freedom of choice. He can still “Look 
at all three.” 

This kind of standardization, as I have 
pointed out in a report to the Association 
of National Advertisers, is very different 
from official standardization and grading, 
as proposed by Donald Montgomery and 
some consumer advisors. It is not fixed 
and defined but flexible and subject to 
constant revision. The changes from year 
to year may not be conspicuous, but the 
work of research and experiment is con- 
tinuous, and mainly in the direction of 
making the product conform more closely 
to the wants of consumers. Necessarily the 
area of possible improvement narrows, but 
it is never assumed that the limit has been 
reached. 

How wide a choice of varieties and how 
great a differentiation is desirable are ques- 
tions to be decided by the great mass of 
consumers themselves, and not by any 
official or committee. 

In the old days the road-side restaurant 
might offer tourists a choice of desserts— 
apple pie or vanilla ice cream. Now some 
offer twenty or thirty varieties of ice cream 
alone and a wide assortment of pastries 
to bewilder the tourists. They could easily 
escape by going to a place that offers more 
limited choice, but they seem to prefer the 
restaurants offering great variety. Perhaps 
they enjoy being bewildered. Of course it 
often happens that the diner having made 
a choice wonders if something else might 
not have been better. 

In the long run—sometimes not very 
long—the restaurant operator discovers 
how many ice cream flavors and which ones 
provide sufficient freedom of choice. The 
flavors that few people choose soon dis- 
appear from the menu. 
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Much the same thing happens with 
the varieties and brands of commodities 
offered by manufacturers through dealers. 
Answering the question how many are 
needed is like answering the question how 
much is enough. It depends primarily upon 
the variation of consumers’ wants, and only 
secondarily upon the forces that influence 
their wants. For example, a woman might 
be satisfied with a choice of three or four 
brands of cold cream, but might demand 
a choice of one hundred varieties of per- 
fume to express her individuality. This 
despite the fact that to the uneducated 
masculine nose, the differentiations in scent 
may be slight and insignificant. 

The differentiations between brands of 
commodities may seem to the theoretical 
critic to be slight and insignificant. How- 
ever, the manufacturer who offers a new 
commodity or brand generally believes that 
it has a differentiating element that some 
consumers can perceive and approve. His 
advertising may aim to demonstrate this 
difference (possibly exaggerating it) with 
the idea of persuading them to try it and 
to heighten their appreciation of it. He 
will present his case in its best light, but 
they remain the jury, and if their verdict 
is against him, he has no higher court to 
which to appeal. 

Just what is a significant difference? A 
brand of drawing pencils usually has seven- 
teen or eighteen degrees of hardness and 
blackness in leads. Any one can perceive 
instantly the difference between a 6B and 
a 6H, which are fourteen degrees apart. 
He can probably see the difference be- 
tween pencils that are four or five degrees 
apart; possibly between those even closer 
together. But only the manufacturer and 
the expert draughtsman can perceive the 
difference between a 5H and a 6H, or 
others that are but one degree apart. Is 
any lawyer or layman therefore warranted 
in declaring them to be substantially the 


same, or in saying that the difference be- 
tween two brands of pencils, gasolines, or 
what-have-you is an insignificant or unes- 
sential difference? The less perceptible it 
is, the more necessary the trade-mark, and 
the use of advertising to educate persons 
regarding the difference. 

Curiously enough, another charge 
against advertising is that it enables a few 
brands to secure dominance of their field, 
and thus a virtual monopoly control which 
limits the consumers’ freedom of choice. In 
other words it results in too few brands, 
rather than too many. 

Corporations that advertise extensively 
have quite commonly been among the larg- 
est manufacturers in their fields, and as 
such have been in a position to exercise 
monopolistic powers. But there is little 
evidence that advertising itself has been a 
weapon of monopoly. On the contrary it 
has been the weapon by which the small, 
independent manufacturer has broken into 
a closely held market and secured his share 
of patronage. This happened not only in 
cigarettes, as mentioned in the Harvard 
study, but in collars, in meat, and other 
fields. How could a sausage maker on a 
Wisconsin farm, without the distribution 
facilities of the big packers, build a nation- 
wide clientele except by national advertis- 
ing? Incidentally the difference between 
his brand of sausage and those of the big 
packers is one that might be considered 
insignificant and unessential, but thousands 
of consumers gladly pay several cents more 
per pound for it. 

This brings me to one phase of the price 
problem. It is charged that advertising 
frees the manufacturer from price compe- 
tition, at least to the extent of permitting 
him to charge an excessive differential for 
his product, and that the prices of na- 
tionally advertised brands are relatively 
rigid. Professor Borden does not find evi- 
dence that national advertisers in any field 
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are immune to price competition, but he 
believes that they are inclined to over- 
estimate the extent to which advertising 
has made the demand for their brands 
inelastic, and hence fail to readjust prices 
rapidly enough in periods of falling prices. 
He also seems to think that certain prod- 
ucts, especially in the drug fields, sell at 
excessive differentials in price as compared 
with products which likewise meet the re- 
quirements of the U. S. Pharmacopoeia. 

My own view is that no one—even a 
consumer’s advisory service—is qualified to 
decide what constitutes an excessive price 
differential. So far as I am personally con- 
cerned $25,000 is an excessive price for a 
Stradivarius violin; a $25 fiddle would 
give me the same amount of satisfaction. 
A ten-cent bottle of perfume from Wool- 
worth smells all right to me, but as a 
present for a lady I might prefer to pay 
$4, $8, or $30, depending on circumstances 
—mine and hers. As for drugs, the fact 
that the highest-priced aspirin remains the 
largest seller despite vigorous propaganda 
and advertising on behalf of brands selling 
for half as much, or even two-thirds less 
money, does not seem to me a proof of the 
stupidity of consumers or of the power of 
advertising to control their buying. The 
factors determining price differentials de- 
serve further study; certainly the medieval 
business man never believed that aggres- 
sive sales promotion of any kind was the 
surest method of obtaining the top price. 

The evidence does indicate that adver- 
tised brands as a group have greater price 
stability than unbranded or unadvertised 
goods as a whole. Nevertheless it is by no 
means certain that the advertising is any- 
thing more than a facilitating factor. Such 
factors as lack of perishability and ability 
to control output may be more important. 
Unadvertised items like iron castings, im- 
ported brushes of English make, and text- 
books, show equal price rigidity. A certain 


small magazine which neither advertises 
nor accepts advertising still sells for 
twenty-five cents as it has for twenty years, 
despite the fact that it could make a profit 
at a much lower price. But so long as five 
million people do not regard the price as 
excessive, there is little reason for any 
critic to say it zs excessive, or that it should 
fluctuate with the wholesale price index. 

During periods of falling prices the pro- 
ducer of perishable goods, and anyone else 
who sells on a price basis, becomes an ob- 
ject of sympathy. But a period of rising 
prices brings difficult problems to those 
whose products have long been sold for a 
customary price, even the humble nickel 
or dime. During the World War of 1914- 
1918 some manufacturers failed to find a 
satisfactory solution, and this included 
companies whose names were nationally 
known. To have maintained the price of a 
cake of soap unchanged at five cents for 
sixty years, despite the fluctuating value 
of money, seems to me a marvellous ac- 
complishment. And at no time has any 
large-scale retailer been able to persuade 
the public that he could give them more 
soap for less money. 

The Harvard study quite properly con- 
siders only the effects of advertising in the 
dynamic system of free enterprise which 
has prevailed in this country. And as the 
Advisory Committee say: “The study 
shows that advertising properly carried out 
contributes to the maintenance of a dy- 
namic economy and helps to raise the level 
of real income.” 

The ways in which this contribution are 
made are too numerous to be reviewed 
here. But one way deserves comment be- 
cause of the changed conditions necessitated 
by the war. 

It appears that manufacturers have been 
stimulated to develop new products and 
improve old ones because through adver- 
tising they could hope to cultivate a de- 
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mand at prices high enough to recover the 
costs of research and experiment and also 
the costs of the necessary sales promotion. 
These “growth costs” of enterprise are sel- 
dom incurred by the large-scale retailers 
whose private brands enter a market where 
the primary demand has already been 
created. This seems to be one reason why 
private brands show a lower average per- 
centage of advertising cost than do the 
manufacturers’ national brands. In short, 
manufacturers have typically borne the 
chief burden of raising standards of living; 
retailers have typically concerned them- 
selves mainly with maintaining the stand- 
ards already reached. Both the innovator 
who creates a new market and the imitator 
who competes on a price basis are regarded 
as performing social services, but of dif- 
ferent kinds. 

The shortages of certain raw materials, 
and other difficulties raised by the war, 
have already made radical changes in the 
marketing situation. In many fields of con- 
sumer goods the problem is not how to 
stimulate demand but how to repress it. 
Indeed, it is painfully apparent that a news- 
paper item announcing an impending short- 
age of silk stockings or golf balls can stim- 
ulate demand far more effectively than the 
most vigorous urge-to-buy of the advertis- 
ing copy-writer. For some time to come 
no raises in the standards of living can be 


expected; both manufacturers and retailers 
will have to exercise the greatest ingenuity 
to maintain present standards. Like Alice 
in Wonderland, we shall have to run fast 
to stay in the same place. 

Nevertheless if manufacturers can look 
forward to a continuance of the system of 
free enterprise after the war they will still 
have the stimulus to develop and improve 
products for future production and market- 
ing. They may even use advertising to cul- 
tivate a future demand, the active opera- 
tion of which will be deferred until the 
readjustment to conditions of peace-time 
civilization. 

The Harvard study contents itself with 
showing that advertising as practiced in the 
United States during the present century 
has been a constructive social force. I be- 
lieve, however, that the facts warrant the 
conclusion that it has been an indispensable 
element in the American system of free 
enterprise. That system has given us a 
high average standard of living; freedom 
for individual initiative; freedom of choice 
for consumers; freedom of speech, the 
press, and religion; rapid progress in sci- 
ence and invention; high literacy and ex- 
cellent educational facilities. All these owe 
something to advertising, and it is doubtful 
whether they could be maintained without 
a reasonable degree of freedom in the use 
of advertising by private business concerns. 








ANTITRUST POLICY TOWARD ADVERTISING 


CORWIN D. EDWARDS 
United States Department of Justice 


URIOSITY was partly responsible for 

my acceptance of the invitation to 
speak here on the subject of the Antitrust 
Division’s policy toward advertising. I was 
not aware that the Division had any par- 
ticular policy on this subject any more 
than it has on packaging, store lay-out, 
auditing, credit extension, or many other 
aspects of the conduct of a modern busi- 
ness. So far as I knew, advertising had 
entered rarely and incidentally into anti- 
trust cases. Nevertheless there had been 
repeated statements in the trade press to 
the effect that the Antitrust Division was 
displaying a consistent antagonism toward 
advertising.’ Moreover, the Antitrust Di- 
vision had been receiving mail expressing 
approval of the policy which these letters 
attributed to us of reducing the price of 
goods during the emergency by eliminating 
all advertising costs; and since we had 
neither this policy nor the jurisdiction to 
apply it, these letters were not easily ex- 


* For example, Advertising Bulletin No. 13, issued 
by the American Newspaper Publishers’ Association 
on August 20, 1941, says, “As Assistant Attorney 
General, Thurman Arnold has been consistent in his 
antagonism toward advertising, his theory being that 
aggressive advertising by one large concern serves 
to create a competitive situation where the survivial 
of competitors depends solely upon superior financial 
resources; in other words that competitive adver- 
tising tends to create monopolies.” This statement is 
supported by comment upon the consent decrees in 
the automobile finance cases, upon the indictment of 
the large tobacco manufacturers, upon a question- 
naire recently addressed to the petroleum refiners, 
and upon a sentence quoted apart from its context 
from a book written by Mr. Arnold before he be- 
came Assistant Attorney General. The two antitrust 
cases are discussed in this paper. The comment on the 
questionnaire, which endeavored to infer prosecuting 
policy from a mere request for information in a case 
still pending, raises hypothetical issues which cannot 
be usefully discussed. The quotation from Mr. 
Arnold’s book is not relevant to the field of activity 
of the Antitrust Division. 
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plained, except as a backwash from some 
of the comments in the trade press. 1 hoped 
in preparing this speech to find out what, 
if anything, provoked these comments. Un- 
fortunately, I am still puzzled. 

Advertising organizations and advertis- 
ing men, almost alone among the large 
and powerful influences brought to bear 
upon marketing, have avoided indictment 
by the Antitrust Division. During the last 
three years, in which nearly as many anti- 
trust proceedings have been started as dur- 
ing the entire previous history of the anti- 
trust laws, there have been scarcely any 
defendants from the advertising profes- 
sion. Carl Byoir and Associates and _ its 
affiliate, Business Organizations, Inc., have 
been indicted on the charge that they par- 
ticipated in a conspiracy to fix the price of 
bread in the District of Columbia. The 
advertising counsel for a large baking com- 
pany has been indicted for helping to oper- 
ate a plan to destroy independent bakers 
by local price cutting. Two promotion man- 
agers of a California gas company have 
been indicted on charges of complicity in 
schemes to fix the prices of gas ranges and 
refrigerators in the Los Angeles Area. The 
Chattanooga News-Free Press Company 
has been charged with organizing a con- 
spiracy to prevent by a monopoly of adver- 
tising the operation of competing news- 
papers. That is the entire bag. 

On the basis of this record it appears 
that, so far as the Antitrust Division 1s 
concerned, one is much safer from indict- 
ment in the advertising profession than as 
a statistician, a doctor, or a composer of 
music, and about as safe as a public official. 
During this same period persons engaged 
in preparing and disseminating trade sta- 
tistics were named as defendants in a series 
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of antitrust prosecutions. Certain practices 
of the medical profession were directly at- 
tacked in a proceeding against the Amer- 
ican Medical Association, two local medi- 
cal associations, and thirteen doctors. Cer- 
tain activities of the American Society of 
Composers, Authors, and Publishers were 
prosecuted in a proceeding that involved, 
as directors of the Association, a number 
of the country’s best known composers. 
Among the defendants in antitrust indict- 
ments were officials of the Board of Health 
in Chicago, a state purchasing agent in 
Georgia, the administrator of the federally 
approved evaporated milk marketing 
agreement, the Chief of Police in Belle- 
ville, Illinois and a member of the police 
force in Chicago. 

It may be worth while to record in pass- 
ing that nobody appears to have accused 
the Antitrust Division of being basically 
antagonistic to statistics, medical service, 
musical composition, public health offices, 
or police service. Perhaps certain members 
of the advertising profession think they 
are a target for attack by the Antitrust Di- 
vision because they have confused our pro- 
ceedings against combinations in restraint 
of trade with the proceedings of other 
Government agencies against misleading 
representations and the propaganda of cer- 
tain private consumer groups against other 
aspects of advertising. Private controversies 
over advertising between spokesmen for 
different points of view and different in- 
terests are unrelated to the work of a 
Government agency in administering law 
in accordance with public policy. Even the 
work of the Federal Trade Commission in 
dealing with misrepresentations involves 
other aspects of public policy in the adver- 
tising field than appear in anti-trust pro- 
ceedings. Our concern with any business 
activity is focused upon its relation to mo- 
nopolies and combinations in restraint of 
trade. The propriety of the business con- 


duct of individual enterprises which act 
alone without monopoly power and with- 
out attempt to achieve monopoly is not 
within our jurisdiction. 

The truth is, of course, that anyone who 
is a responsible participant in business ac- 
tivity may go out of his ordinary job to 
assist in organizing a conspiracy in restraint 
of trade. The most frequent defendants in 
antitrust cases are corporations and trade 
associations and such key executives as di- 
rectors, trade association secretaries, presi- 
dents, vice presidents, and sales managers. 
However, the list of recent defendants in 
antitrust proceedings includes a firm of 
consulants in labor relations, a director of 
labor relations, a firm of management en- 
gineers, two comptrollers, two office man- 
agers, severa! treasurers, the director of a 
safety bureau, and an auditor, as well as 
the advertising personnel already men- 
tioned. Most of these unusual defendants 
have duties which ordinarily would not 
involve participating in whatever illegal 
sales policies might develop in the con- 
cern; but since the duties of the advertising 
profession focus upon the sale of goods, 
the paucity of advertising men as defend- 
ants in antitrust cases appears to reflect 
either their good judgment or the com- 
petitive character of advertising itself. 

This conjecture is supported by the fact 
that where advertising men were indicted, 
the charge did not involve any ordinary 
advertising activity. Let us look at each of 
these three cases in turn. Carl Byoir and 
Associates and Business Organizations, Inc., 
are defendants in the District of Columbia 
bread case. The essence of the charge in 
this case is that three large chain stores and 
two labor unions conspired to fix the price 
of bread at retail in the District of Colum- 
bia. Byoir’s companies are accused of act- 
ing for one of the chains in negotiating its 
agreement with the unions as to the ob- 
servance of the fixed prices. The adver- 
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tising counsel of Freihofer Baking Com- 
pany is charged with taking an active part 
in a plan to sell cheaply or even give away 
bread to the customers of certain inde- 
pendents in order to force these independ- 
ents to adopt prices and bread sizes 
satisfactory to Freihofer. Two promotion 
managers of the Southern California Gas 
Company, in charge respectively of that 
company’s gas appliance and refrigerator 
divisions, are defendants in cases involving 
conspiracy to fix prices. In each case the 
indictment charges that manufacturers and 
distributors in the area agreed among 
themselves upon retail prices and policed 
their agreement by refusal to sell and by 
boycotts. Neither indictment contains any 
charge against the promotion manager 
other than responsible participation in this 
scheme. The indictment against Chatta- 
nooga News-Free Press Company was 
based upon the inclusion in the company’s 
advertising contracts of a clause by which 
the advertiser agreed to use the Chatta- 
nooga News-Free Press exclusively in the 
afternoon field in Chattanooga. It was 
charged that this contract had been used 
to foreclose the development of a compet- 
ing afternoon newspaper and specifically 
to force advertisers who desired to place 
ads in the Evening Tribune to refrain from 
doing so. The principal defendants were 
convicted and nominal fines were imposed. 
Although this prosecution was based di- 
rectly upon the advertising activities of the 
defendant, the purpose and effect of the 
prosecution were not to attack advertising 
nor to restrict it, but rather to prevent a 
dominant company from interfering with 
the development of new advertising media 
and with the right of the advertiser to place 
his copy where he chose. 

Suggestions that the Antitrust Division 
is engaged in a campaign against advertis- 
ing are usually based, not upon any in- 
dictments against advertising men, but 


upon the fact that advertising has been 
referred to in certain indictments as one of 
the devices used by a business enterprise 
in carrying out an illegal conspiracy. Such 
comments have centered upon the automo- 
bile finance cases and the recent case against 
tobacco manufacturers. It may be worth 
while, therefore, to examine the issues in- 
volved in these and similar cases. 

One of the most frequent grounds for 
action under the antitrust laws is the at- 
tempt by a powerful concern or a group 
of concerns to exclude others from the 
market. The devices for achieving such 
exclusion are many, and their nature de- 
pends upon the ingenuity of those in- 
volved. In particular cases competitors 
have been shut out by contract, by inter- 
ference with their credit, by cutting off 
their labor supply, by organizing a boycott 
against their products, by denying them 
the use of essential means of transporta- 
tion, and by many other forms of harass- 
ment and deprivation. The essential thing 
in such a case is not the device used, but 
the nature and effect of the plan to which 
the device may give effect. As in all cases 
of conspiracy, a legal and innocent act may 
be tainted with illegality if it is performed 
as part of an illegal plan and contributes 
to the success of that plan. Thus a labor 
union which under ordinary circumstances 
has the right to withhold labor from a 
particular employer with whom it is en- 
gaged in dispute may be violating the law 
in withholding that labor if it does so pur- 
suant to an agreement with the employer’s 
competitors that this particular employer 
is to be driven out of business. Similarly, 
statistics which might be innocent in an- 
other setting may lead to indictment if they 
are gathered and used for the sake of de- 
termining whether enterprises which have 
divided the market among themselves are 
actually conforming to their agreement to 
stay out of each other’s territory. The same 
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principle applies to any other aspect of 
business activity, including advertising. 

In the automoblie finance cases it was 
charged that Ford, Chrysler, and General 
Motors were engaged in systematic at- 
tempts to exclude privately owned finance 
companies from the business of financing 
the installment purchase of automobiles 
produced by the three large automobile 
manufacturers. In each case the manufac- 
turer had established a subsidiary company 
to engage in such financing, was deriving 
substantial profits from this subsidiary, and 
was seeking to prevent competition which 
might interfere with these profits. The in- 
dependent finance companies were excluded 
by various forms of pressure against deal- 
ers, among which were requirements that 
dealers agree not to deal with independ- 
ents, cancellation of dealer contracts be- 
cause of such dealing, failure to deliver 
automobiles to offending dealers, and a 
wide variety of other activities, the listing 
of which required about five pages of legal- 
size paper in the General Motors indict- 
ment. Among the diverse activities charged 
against one or more of these manufacturers 
were the use of advertising to promote the 
services of captive finance companies 
coupled with the use of coercion to prevent 
dealers from advertising the services of 
independent finance companies, and the use 
of advertising to represent falsely to pur- 
chasers that the financing charge of the 
captive finance companies did not include 
any rebate to the dealer. Taken in the set- 
ting of the other activities, these advertis- 
ing practices were obviously designed to 
contribute to the broad purpose of exclud- 
ing competition by the independents. 

Though a conviction has been obtained 
in the General Motors case, proceedings 
for a decree are not yet terminated. Ford 
and Chrysler, however, voluntarily pro- 
posed decrees intended to restore the op- 
portunity of the independent to compete. 


Like all antitrust decrees, these were di- 
rected toward the solution of a particular 
problem. They were not abstract declara- 
tions as to the meaning and policy of the 
law. It was necessary to separate the activi- 
ties of manufacturer and captive finance 
company sharply enough to prevent the 
continuance of the old conspiracy in a more 
subtle form. Various provisions were used 
to break this connection. For example, the 
manufacturer was enjoined from arrang- 
ing with the captive finance company to 
have agents of the two companies call to- 
gether upon dealers to discuss the placing 
of the dealers’ finance business. Another 
provision of the plan was a requirement 
that the manufacturer should not advertise 
the captive finance company. However, the 
manufacturer was specifically authorized to 
advertise satisfactory financing plans for 
automobiles, provided he did not attempt 
through the ads to throw the business to 
one finance company rather than another. 
These provisions, of course, like the others 
in the decree, were intended to restore 
competition in automobile finance by taking 
away the special advantages of certain fi- 
nance companies and not to impose upon 
the industry any particular theory as to the 
proper function of advertising. Advertising 
was incidental, both as a means of the 
original conspiracy and as an aspect of the 
corrective decrees. 

Certain members of the advertising pro- 
fession have been disturbed by the Anti- 
trust Division’s statement in this case that 
it is possible to use advertising to promote 
a monopolistic purpose and by the fact that 
the remedy included a curb upon this use 
of advertising. Yet mention of a similar 
abuse of advertising in one or two other 
antitrust cases has created no excitement 
in the advertising profession. There have 
been four such cases. In the Southern Pine 
industry an antitrust indictment charged 
members of the dominant trade association 
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with endeavors to exclude independent 
concerns from the market by persuading 
buyers to discriminate in favor of lumber 
grade-marked by the association and then 
denying independents the use of the grade 
mark except upon prohibitively discrimi- 
natory terms. The campaign to make the 
grade mark necessary in selling lumber 
was conducted by various devices, among 
which was an advertising campaign among 
retailers. The defendants pleaded nolo 
contendere, were fined, and accepted a de- 
cree. However, since it was possible 
through the decree to make the grade mark 
available to all upon equal terms, there 
was no need to enjoin the promotion of the 
grade mark by advertising. 

Advertising is also mentioned in an in- 
dictment against members of the plumb- 
ing industry which charges them with a 
conspiracy to restrict the channels of dis- 
tribution through which plumbing sup- 
plies may be sold. Manufacturers, whole- 
salers, retailers, and union labor conspired, 
it is charged, to specify a system of distri- 
bution and to boycott, blacklist, and dis- 
criminate against any members of the in- 
dustry who refused to observe this system. 
Among the devices used by the manufac- 
turers to maintain this conspiracy were 
advertisements that it was their policy to 
sell plumbing supplies only to jobbers and 
distributors who confined their sales to 
master plumbers, and to refuse to sell these 
supplies to mail order houses, co-operatives, 
and consumers. These advertisements were 
a part of the machinery of blacklist and 
boycott already mentioned. The case is 
now awaiting trial. 

An indictment in 1938 charged that a 
trade association’s distribution of pamphlets 
containing false and fraudulent statements 
about counter freezers had been one part 
of a conspiracy by dairy companies to or- 
ganize boycotts against the sale of counter 
freezers to soda fountains. Demurrers to 


the indictment were sustained. 

The fourth case, against Broadcast Mu- 
sic, Inc., involved the charge that an ef- 
fort was being made to require radio sta- 
tions to broadcast the music originating 
with this company. Among nineteen types 
of activity listed in the complaint, one was 
promotional publicity concerning B. M. I.’s 
music. However, the ensuing decree dealt 
with the licensing arrangements for the use 
of the music and contained no limit upon 
advertising. Indeed, the only mention of 
advertising in this decree is in a provision 
enjoining B. M. I. from refusal to grant 
single licenses to any advertiser or adver- 
tising agency. 

A second type of restraint of trade which 
constantly recurs is price fixing. The Amer- 
ican Tobacco case already mentioned in- 
volved charges that the large tobacco com- 
panies conspired to fix the prices at which 
they bought leaf tobacco, the factory prices 
of tobacco products, and the wholesale and 
retail prices charged by distributors, and 
to establish a monopoly of tobacco manu- 
facture. The defendants were recently con- 
victed and fined. A part of the charge as 
to control over the prices of distributors 
was that advertising and sales promotion 
had been used to make the major brands 
indispensable to distributors and thus to 
deprive the distributor of ability to protect 
himself against unreasonable and arbitrary 
terms or excessive prices. 

As the indictment makes clear, the con- 
trol over distributors was only one aspect 
of the tobacco case, and the use of adver- 
tising was only one part of the control over 
distributors. 

Whether monopoly power is being or 
has been attained is a question of fact, de- 
pendent upon the circumstances of the par- 
ticular case, and not upon the propriety 
with which others who are not seeking and 
cannot achieve monopoly may use a par- 
ticular marketing device. Fortunately, pre- 
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dominant power comparable to that exer- 
cised by the great tobacco companies has 
not been achieved by the large manufac- 
turers of very many industries; and conse- 
quently the use made of advertising in the 
tobacco case would be an impossibility for 
most advertisers. 

The relation of advertising to the anti- 
trust laws is apparent in these cases. Almost 
any device can be used by those who con- 
spire to control a market—patents, con- 
tracts, sales quotas, cost formulas, statistical 
devices, and a host of others. The would-be 
price fixer or monopolist will inevitably 
discover from time to time a way of using 
a device so powerful as advertising. How- 
ever, the opportunity to base such schemes 
upon advertising is much more limited 
than one might infer from the great in- 
fluence which advertising exerts upon a 
market, for violations of the antitrust laws 
thrive best in secrecy and advertising neces- 
sarily involves public proclamation. When 
advertising is used to promote an unlawful 
conspiracy, it has no power to redeem the 
plan or make it lawful. Instead it shares 
in the illegal character of the plan in pre- 
cisely the same way as statistics or grade 
marking or any other business device when 
used for an unlawful purpose. The power 
of a court of equity to terminate unlawful 
conspiracies by decree includes the power 
to prohibit or circumscribe parts of a con- 
spiracy which would be innocent if taken 
by themselves or in another setting. This 
power extends to advertising, and may 
occasionally, as in the automobile finance 
decrees, involve some restriction upon the 
character of advertising campaigns. In most 
cases, however, as in the Southern Pine 
decree, even a conspiracy which involves 
advertising as one of its devices, may be 
effectively dealt with without any restric- 
tion of the freedom to advertise as one 
chooses, Instances of conflict between ad- 
vertising technique and the antitrust laws 


are too few to require sustained attention 
either by the advertising profession or by 
the Antitrust Division. 

Apart from such instances, the main- 
tenance of a vigorous competitive economy, 
which is the basic objective of the antitrust 
laws, is a prerequisite for the healthy de- 
velopment of the advertising profession. 
New products and new ways of doing 
things are brought into the market only so 
long as those who have a vested interest 
in the status quo are unable to exclude 
them, and one of the chief functions of 
advertising is to chop a trail for such inno- 
vations. The advertising man has no more 
interest than any other citizen in watching 
the big advertising accounts swallow up the 
little ones until the whim of two or three 
people decides the fate of the market. He 
shares the common interest of the com- 
munity in maintaining variety among prod- 
ucts and enterprises and in maintaining 
freedom of choice among consumers, for 
his livelihood consists in making people 
aware of this variety and in influencing this 
choice. In a world of monopolies there 
would be less use for this kind of sales 
effort. Indeed, the economies to be achieved 
by eliminating competitive selling are 
stressed by those who believe we have 
more to gain from centralized industrial 
control than we would lose by such control 
in initiative, competitive energy, variety, 
progress, and freedom. From time to time, 
the Antitrust Division can intervene di- 
rectly to protect the right of an advertising 
medium to do business, as it did in the 
case against Chattanooga News-Free Press. 
More often, it can protect the existence 
and the future of particular small adver- 
tisers, as it did in the automobile finance 
and Southern Pine cases. Its principal serv- 
ice to the advertising profession, however, 
is the maintenance of a competitive econ- 
omy, which is the indispensable environ- 
ment for any healthy profession. 








THE BUSINESS VIEW OF ADVERTISING POLICY 


EDWARD H. GARDNER 
White, Lowell and Owen, Inc. 


HE SERVICE of the university and the 
(ede of the scholar have been illus- 
trated before us today. Two of our num- 
ber, at the request of the business commun- 
ity, have been asked to examine areas of 
business practice and to make report. The 
great labor of Neil Borden has resulted in 
his massive, serious study, based on induc- 
tive reasoning, on the way goods really 
behave in the market, and it stands as a 
guide to the student and a rebuke to the 
shallow methods of deductive theorists. 
George Hotchkiss, for the Association of 
National Advertisers, has brought the wis- 
dom of his experience to bear on the con- 
troverted question of labeling, and has ex- 
pressed his judgment in clear and trenchant 
language that rings like a bugle call. 

Business has looked to the universities, 
and it has not looked in vain. 

Both of these studies enter upon large 
issues, as large as human liberty and the 
fate of civilization. They are not concerned 
with advertising and trade-mark per 
se, as if these were separate entities, but 
with the best way to satisfy human desires 
for material goods, and the best way to 
stimulate the creative spirit of man, the 
spirit of invention and improvement, in the 
service of those desires. These tasks occupy 
most of mankind. They are not a trivial 
subject. 

My purpose is to state these issues in 
terms of human experience. I wish to pre- 
sent the business man as a human being, 
since that is the way I have found him, and 
a being with human rights, rendering hu- 
man services. Then I wish to review the 
challenges that have been made to these 
rights, and to reach, if I can, a reconcilia- 
tion. 

The business man’s view of advertising 
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policy is a simple one. He makes something 
people want. If he has pride of skill, he 
stamps his product with his name. If his 
imagination is limited and his self-confi- 
dence is low, he sells to a small market. If 
his imagination takes in more of mankind, 
and if he has confidence in his goods, he 
sells to a wider area. The low-cost form of 
such selling, he finds, is advertising, and 
so he employs it. Our chairman, in his 
notable address at the time he received the 
Award for Service to Advertising, pointed 
out that to deny the business man the right 
to advertise would be to force him into 
narrow confines, to make him the prisoner 
of a small market area. 

The process begins with a creative act. 
A product comes into being. But it is not 
an abstraction, like a surrealist painting, 
reflecting only the mind of its maker. The 
product satisfies human wants. It can com- 
mand a market. 

Any product with this quality deserves 
immense respect. No amount of experience 
will guarantee this result. Why do people 
like it? Beware of taking liberties with it, 
for any change may make it a stranger to 
its accustomed buyers. In the complex of 
wishes and experiences of many people it 
has struck a common denominator. This is 
not chance, and it is not meaningless. 

A man’s next step is to identify his 
product with himself, to place on it his 
name, his brand, his trade-mark. This is a 
natural right. It is more than a property 
right, a right of ownership; it is the right 
of the author, the inventor, the creator, to 
say “Into this I have put a part of myself.” 
Whoever denies this right strikes at the 
roots of personality. 

This man’s personality, it is true, may as 
a whole be meaningless, or of small scope. 
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His product and its identification may also 
be without importance. His right will then 
be only pathetic—but it was none the less 
a right, as one of the oldest poets reminds 
us, “A poor thing, but sine own.” 

Not every author or inventor will suc- 
ceed. Usually he will fail. For every suc- 
cessful attempt to win the free election 
of the marketplace there are numberless 
failures. But the effort of man continues, 
and the progress of civilization is measured 
in great part by the refinements of con- 
sumer goods which find acceptance in the 
diversified desires of a civilized society. 

In the history of civilization these diver- 
sified goods have usually been reserved for 
the enjoyment of a small elite. It is the 
glory of our democracy that our goods are 
enjoyed by a mass market. This deep pene- 
tration of the benefits of the creative mind 
has been made possible first, by using the 
delicate instruments of market research to 
explore human wishes, and second, by 
using the sales methods and appeals which 
this research indicates. 

The discovery of human wants by the 
selective methods of marketing has human- 
ized the business man, who is normally a 
production man. Normally a chief execu- 
tive is preoccupied with materials, ma- 
chines, and labor, immense problems. But 
business today in order to live must make 
goods that people want. It must have close 
sympathy with human desires. Either the 
executive must be market-minded himself, 
or he must take the advice of market- 
minded associates. 

That lesson of the market he must con- 
tinually re-learn. It is not a matter of price. 
Henry Ford guessed right, and then was 
satisfied too long, until his right guess had 
become a wrong guess as to the qualities 
the people desired in a car. It had come to 
pass that he made what he wanted, not 
What people wanted. This was a defect of 
human sympathy. 


Now if we allow to a man the right to a 
name, to an identity, we thereby grant him 
the right to assert and maintain his identity. 
He has the privilege of expression. This is 
a natural right. As a social being, a mem- 
ber of the human family, man’s primary 
use of expression is persuasion, with the 
purpose of getting along with other people, 
getting them to agree with him, moving 
them to action. From the time we get up 
in the morning to the time we go to bed 
at night, the hours we spend with others 
are spent in exercising the art of persuasion. 

Two weeks ago today this nation cele- 
brated the anniversary of the Bill of 
Rights, as a solemn affirmation of our de- 
mocracy confronting the terrible danger 
of totalitarianism. First on the list of rights 
comes religion, man’s relation to his 
Maker; but then follow the rights of free 
speech and of the press, and of assembly 
to petition for the redress of grievances. 
These have to do with our relations with, 
our appeal to, our fellow-men, our right 
to persuade them to our beliefs and to 
move them to action. Persuasion is the 
essential instrument of a democracy, based 
on the doctrine that citizens determine the 
government. The sole alternative to per- 
suasion is force. 

The development of the art of persua- 
sion is likewise a fact in this history of 
civilization. The art was first formulated 
by the ancient Greeks, and its most glorious 
use was by Demosthenes to rouse the 
people of Athens to the gradual approach 
of the tyrant, Philip of Macedon. No 
greater voice, no more useful eloquence, 
has rung in human ears since that day until 
this very moment of time, when Winston 
Churchill has joined with our great Presi- 
dent, himself a master of this necessary 
human art, to arouse our democracies to 
the danger of their enslavement. 

For twenty-three centuries the art of per- 
suasion, the study of rhetoric, formed the 
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center of the curriculum, the basic study of 
our schools, the foremost of the humani- 
ties. At the beginning of this century it had 
become a sterile art, because America had 
been faced by no great issue since the 
debate on human slavery at the time of our 
Civil War, and it was discontinued by De- 
partments of English. 

This defect in our education has made 
possible a generation, among whom is a 
generation of economists, who are ignorant 
of the place of persuasion in a democracy. 
Some economists have found in persuasion 
as applied to distribution, in selling and 
advertising, nothing more than an object 
of scorn. This is a defect in their humanity. 
It reveals their lack of sympathy, their 
lack of patience, with mankind, in its ignor- 
ance, its indolence, its resistance to new 
ideas. At the moment when education has 
learned to employ suggestion instead of 
punishment in the schools, when we no 
longer flog boys to make them wise, but 
employ persuasion instead of force, these 
economists, many oO of whom are clbucenera, 
condemn the use of persuasion as applied 
to consumer goods. 

The principles of this nation, and the 
principles inherent in our civilization, allow 
that the maker of goods has the right to 
trade-mark them and to persuade others to 
buy and use them, subject to normal con- 
trols. These are his natural rights as a 
human being. They are also his service to 
society. 

Why should I consider it important to 
make this declaration? Because the chal- 
lenges to these rights, over the past decade 
and more, have been made in the name of 
a thesis that the business man is Economic 
Man, moved only by selfish motives, which 
he is bound to use to the injury of society 
where its interest conflicts with his own. He 
is not, therefore, a human being, but only 
the economic part of a human being, and 
he cannot lay claim to human rights. 


On each milestone in the descent to 
Avernus down which certain economists 
have sought to drag this monster, the busi- 
ness man, we can read a reaffirmation of the 
deadly thesis. Gardiner Means in 1935 
found that the ability of the business man 
to administer industrial prices was “the de- 
velopment which has destroyed the effec- 
tive functioning of the American 
economy.” “When the business man has 
the power to affect industrial policy, he 
almost necessarily makes wrong decisions.” 
Therefore he is bound to keep prices rigid 
and to cause unemployment. 

So also Chamberlin, formulating in 1927 
his theory of Monopolistic Competition, 
emphasizes as the necessary assumption 
“that every individual seeks, without 
qualification or delusion, to maximize his 
economic gain.” Since all goods are differ- 
entiated, every competitive seller enjoys a 
degree of monopoly, and “is as much bent 
upon maximizing his profit as the mon- 
opolist, and pursues this end with equal 
intelligence and foresight.” Thus competi- 
tion becomes monopoly. 

This doctrine has become serviceable to 
the Antitrust Division of the Department 
of Justice, which is apparently afforded 
scientific proof that our entire economy 1s 
guilty of monopoly, the crime varying only 
in degree. Then by the threat of criminal 
process, a threat the more effective because, 
as Mr. Arnold has pointed out, the de- 
fendants are usually high-minded and 
honorable men, so that indictment alone 
constitutes punishment, a consent decree 1s 
arranged without court action. This lays a 
heavy responsibility on the members of 
that Department to act with scrupulous 
justice and fair-mindedness, since the de- 
fendant has not the protection afforded by 
open court. No established principle of law 
can guide these findings, but instead the 
prosecutor and the defendant enter an un- 
explored area to determine the degree to 
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which business practices have been in re- 
straint of trade. The prosecutor’s opinion 
of the social usefulness of business practices 
will enter into the decision, an opinion 
based on what he believes to be the general 
opinion of society. 

It is therefore of painful importance to 
the makers of consumer goods that Profes- 
sor Borden’s criticism of the theory of 
monopolistic competition, and his exposi- 
tion of the social usefulness of advertising, 
become familiar to the members of the 
Department of Justice. 

This audience does not need to be re- 
minded that Dr. Means’ thesis of price 
rigidity as the cause of unemployment re- 
appears in the document which called into 
being the Temporary National Economic 
Committee. The response to this thesis is 
the monograph “Price Behavior and Busi- 
ness Policy,” the Number One answer to 
the Number One question of the TNEC. 
Here comes to its logical conclusion the 
doctrine condemning the entire policy of 
business in making and distributing con- 
sumer goods. 

“Differentiations” of goods are declared 
largely meaningless. Goods should be 
staples, not specialties, competing on the 
basis of price, not of qualities. Government 
should now adopt standardization and 
grade labeling, and should undertake a 
program of consumer education to make 
these policies effective. 

In this recommendation, improvement 
and invention, the spread of civilization, 
are discarded. The nature of human wants 
is misinterpreted, for man does not buy on 
price but on qualities which satisfy his 
wants. The forcible decrees of government 
are substituted for the democratic means 
of persuasion, and trade-mark, selling, and 
advertising are replaced by a program 
which will instruct the public what it ought 
to want. 

Differentiation, trade-mark, selling, and 


advertising are declared to be the means 
adopted to create monopoly, to make prices 
rigid, which in turn cause the closing of 
plants and the unemployment of labor. 
Thus the harder you sell, the less you sell. 

The business man views this distorted in- 
terpretation of his advertising and selling 
policy with incredulity. His purpose is to 
sell more goods, not fewer goods, and he 
has done so. His object in using advertising 
is expansionist, not monopolistic. He knows 
this so thoroughly that he completely dis- 
counts the seriousness of such an interpreta- 
tion. He should, however, be profoundly 
concerned lest not the argument itself, but 
the conclusion, penetrate into the public 
mind, and the concepts that the business 
man caused the depression, monopoly 
caused the depression, advertising makes 
goods scarcer, somehow return to plague 
us. 

Time and research have dealt hardly 
with the technique of these theories. Wil- 
lard Thorp a year ago at New Orleans 
invalidated a major premise of Gardiner 
Means by exploding his statistics, and 
proving that price rigidity is not a func- 
tion of concentration, but is as true of the 
small enterprise as of the large. Neil 
Borden today invalidates the thesis of Ed- 
ward Chamberlin, demonstrating the 
fallacies in the theory of monopolistic com- 
petition. Other economists have declared 
stable prices a benefit to society, not a 
detriment, and have discarded the theory 
that price rigidity i is a cause of depressions. 

Furthermore, what shall we as market- 
ing men say to the idea of distribution by 
decree? It may be adequate in an economy 
of scarcity, in a war economy. We shall 
willingly consume less from motives of 
patriotism and to save our skins from Hit- 
ler. But in an expanding economy, will a 
government decree succeed in making us 
consume more? This is a concept to be 
dealt with only by the satirist, and it has 
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been so handled by Huxley in “Brave New 
World.” Government makes a poor sales- 
man, and most members of government 
bureaus instinctively seek monopolistic 
courses. 

But it is not only the technique of these 
frightening theories which we should re- 
view, it is also their motivation. 

That motivation is the conviction that 
business man is Economic Man, and hence 
a monster. He cannot do good; he is fore- 
ordained to do evil. 

This is not economics; it is Calvinism. 
The error of these economists has lain in 
projecting their theory of Economic Man 
into the realms of morals and _ politics 
where it has no place. Some of them have 
disclaimed the intent of moral condemna- 
tion, but the trend of their reasoning re- 
futes their disclaimers. From Thorstein 
Veblen through his disciples, this school 
of thought has bound the business man 
helplessly to a course of anti-social conduct. 

I turn from them to a wiser and more 
humane economist, John R. Commons. 
When Big Steel of its own accord abolished 
the Long Shift of labor, Commons found 
in this the proof that business can reform 
its own practices. 

It is not in reality the business man who 
is fettered, it is the economist who is tied 
to a theory which provides only one escape. 
Confronted by a world which will not fit 
his theory, he retreats to the simpler, more 
comprehensible world of the 18th Century, 
and resolves his dilemma by smashing the 
20th Century world into its primordial 
18th Century atoms. 

I think this nation will not find it wise to 
permit the atomization of industry just as 
we are calling on it to produce the muni- 
tions which will save the world. The 
remedy of atomization will not fit the war, 
and in time, those who believe in it now 
may come to think that it will not fit the 
peace. I believe, since all economists as well 


as all business men are really human be- 
ings, that even the most extreme economist 
may some day be happy to exchange his 
Calvinistic doctrine of damnation for a 
gospel of hope. 

In fact, this incomprehension of the busi- 
ness man and business policy derives from 
the simple origin of the misunderstanding 
of the middleman. The first text on the 
marketing of manufactured goods was writ- 
ten by our chairman, Ralph Starr Butler; 
this was the text from which I began to 
teach marketing; and it had much to say 
about the efforts to do away with the 
middleman, who seems to add nothing to 
the value of goods. This simple fallacy had 
to be explained to clubwomen of that gen- 
eration, and it will need to be explained to 
generations yet unborn. The function of 
selling cannot be understood by those who 
are sure they never need to be sold. Ad- 
vertising is denounced as sinful by those 
who might in their theology forgive sin, 
but actually take an attitude which knows 
no forgiveness, namely, distaste. Hiding 
under all the rationalizations of economic 
theory directed against advertising is an 
aristocratic, a snobbish distaste for methods 
of selling intended for other people, but 
unfortunately carried out where the eyes 
and noses of the elite can be offended by it. 

The business man as I know him is not 
a monster, but a man. He is the creator of 
a business enterprise, a living organism use- 
ful to society as the family and the state 
are useful; useful in making and distribut- 
ing goods, and in providing employment. 
If he should destroy that enterprise by 
lowering price to the point of bankruptcy, 
he would do no service to society. As the 
social consciousness of his community ad- 
vances, he can advance with it, provided 
the community adopts the right means of 
persuasion, of education. He is no more 
and no less a man than you or I. 

It is no news to him that lowered prices 
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bring wider markets; he long has practiced 
that policy. 1 have been present when such 
decisions were made, and so doubtless have 
many of you. If all the ills of our order 
can be cured by providing goods at lower 
levels of purchasing power, business men 
will enter those markets. But the solution 
will not be as easy as that. 

This discussion belongs to an era which 
is dissolving under the thunder of the guns. 
This may be, unless we fight and win, the 
end of the era which began with the 
Renaissance of English-speaking peoples, 
an era of four hundred years when thought 
was free, not to speak of the end of two 
thousand years of the Christian era, which 
has been based on the brotherhood and the 


rights of man. In this struggle we must 
keep these rights, and we must find solu- 
tions to our grave problems which are in 
harmony with those dear principles. Any 
answer which conflicts with them, we must 
resist and renounce with all our manhood. 

Each man of us has his intellectual re- 
sponsibility. We cannot leave it all to Neil 
Borden and George Hotchkiss. That is 
what makes the way of democracy hard, 
because we must all bear a hand, we can- 
not leave the task to a few. 

Truth has been spoken in our hearing 
today. As members of this association of 
scholars, we have the privilege of helping 
to make truth prevail. 








THE STARCH APPLICATION OF THE 
RECOGNITION TECHNIQUE 


T. MILLS SHEPARD 
Daniel Starch and Staff 


Epitor’s Note: The following four papers were 
presented at the session on “Readership of Adver- 
tising.” George Gallup, Young & Rubicam was chair- 
man of the meeting. 


HE BASIC PURPOSE of the Starch Ad- 
eaten Rating Service is to pro- 
cure and to present valid and usable in- 
formation as to the effectiveness of general 
consumer magazine advertising. At the 
outset, I prefer to define the problem in 
these broad terms, since there can be no 
question that this is the ultimate objective 
toward which we are working. 

We all realize that as yet we have no 
complete solution of the problem. We 
have, however, made substantial progress 
in the development of so-called “reader- 
ship” studies. May I state my conception of 
how the readership study fits into this 
general pattern, and consequently repre- 
sents a means of measuring effectiveness. 

To make this clear, I shall have to ask 
you to recall to your minds the steps by 
which an advertisement functions. First, it 
must be seen; next, it must be read; then 
in successive and invariable order it must 
be believed; it must convince; it must lead 
to the decision to act; and, finally, it must 
result in the action specifically sought. 

The net effectiveness of an advertise- 
ment, however, cannot be gauged only by 
the success it achieves at the “action” step. 
Some advertisements of an_ institutional 
nature seek no definite action beyond 
mental impression, and it is obvious that 
any advertisement that makes a recallable 
impression upon a potential buyer has been 
of some value to the advertiser, because it 
has undoubtedly facilitated the “action” 
accomplishments of succeeding advertise- 
ments in the series. 


118 


Thus all advertisements necessarily have 
as their primary objective, the attainment 
of attendance upon themselves. No printed 
advertisement can have any effectiveness 
whatever unless it has been seen, ard read 
at least to some degree. And obviously the 
greater the attendance upon an advertise- 
ment the wider the opportunity for the 
kind of impression that leads to desired 
action. These two steps, therefore, consti- 
tute the foundation for the effectiveness of 
magazine advertising. 

With this basic idea in mind, the Starch 
organization began research studies in this 
particular field eleven years ago, to deter- 
mine methods for measuring the visibility 
and readership of consumer magazine ad- 
vertisements. We spent most of the year 
1931 in experimental field research. The 
history of the subject reveals that the psy- 
chological procedure known as the recogni- 
tion method, upon which this service is 
based, was first used by Dr. Starch in 1922, 
to measure the readership of advertise- 
ments in relation to their size. 

Prior to the beginning of the Starch Ad- 
vertisement Rating Service, however, Dr. 
George Gallup had developed a practical 
application of the recognition technique 
for measuring overall visibility and reader- 
ship of printed advertising. Dr. Gallup had 
used this method with recognized success 
both in the newspaper and in the magazine 
fields. Our problem was to apply the same 
general procedure in developing a stand- 
ardized service, which could be distributed 
to advertising agencies and national adver- 
tisers generally. 

The direct purpose of the Starch Service 
is to find out how many people see and 
read each advertisement one-half page and 
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larger and each part of these advertise- 
ments in every issue of a representative list 
of mass consumer magazines. 

The validity of our findings depends, we 
believe, upon: (1) the sample—its composi- 
tion and its size; and (2) the field work— 
its basic principles and its application. 

The sample may be a miniature of the 
whole, but it must possess all of the sig- 
nificant characteristics of the whole, except 
size. 

Each year our field workers interview 
approximately 100,000 persons, who repre- 
sent 100,000 primary magazine reading 
families. In the selection of these people, 
the following factors are taken fully into 
account, so that there is an accurate parallel 
between the sample and the complete data 
with respect to each of these points: (1) 
Geographic distribution of the circulation 
of each magazine; (2) Size of community 
distribution of each magazine’s circulation 
(above a minimum size of community, 
since the scope of this survey does not ex- 
tend to rural communities). The interviews 
in each of the areas selected in accordance 
with these two factors are re-distributed in 
accordance with: (1) The economic and 
(2) the occupational distribution of families 
within that territory; (3) Age group scat- 
tering of interviewees between 18 and 65. 

So that there may be a proper distribu- 
tion of the interviews by occupations and 
age classifications, 68% of the women inter- 
views are made in ‘hanes, and 32% in 
places of employment. Approximately the 
reverse ratio prevails in the case of men 
interviews. 

The primary reading audience repre- 
sented by the magazines included in the 
Starch Service is probably at least thirty 
million persons. To interview any substan- 
tial fraction of this number would represent 
a cost far beyond the commercial potentiali- 
ties of this service. The sample, therefore, 
must produce valid findings and still be at 


the minimum at which these results will 
stabilize, or at least will be at the point 
where the variations in the figures for in- 
dividual advertisements would not be great 
enough to invalidate the conclusions 
sought. 

The standard minimum sample of com- 
pleted interviews on the magazines in- 
cluded in the Starch Advertisement Rating 
Service is 300 interviews, 150 with men 
and 150 with women. 

Statistical proof reveals that a sample of 
this size provides results which are entirely 
valid for the purposes of the survey. 

On individual issues of magazines 1,200 
interviews were obtained by standard pro- 
cedure. The results drawn from samples 
selected strictly at random to produce totals 
of cumulatively increasing size, do not 
show significant differences beyond the 100 
total. The coefficient of correlation between 
the 100 sample and the 200 sample is plus 
.978; between the 200 and the 400 sample, 
it is plus .983; between a sample of 150 
and 200, it is plus .988. There is obviously 
no more real need of having a 200 or a 
300 or a 500 sample than of having a 100 
sample, provided of course that the data 
are obtained by careful field interviewing 
and the sample is properly selected. Count- 
less individual examples substantiate this 
point. 

The range of the probable error of the 
smallest size sample we use is between plus 
or minus 2.7% and plus or minus 3.3% 

There are many technical problems in 
the administration of a service such as this. 
We have tried to look at these problems in 
a practical manner, keeping in mind that 
the findings produced must have both 
meaning and value. 

For example, a fundamental problem in 
method is to know when to begin and when 
to stop interviewing upon a particular issue 
of a magazine. If field work is started and 
completed during the early life of the 
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publication, the findings will show less for- 
getting and altogether a sharper recall of 
advertisements seen and read than if calls 
are made after a greater lapse of time 
between reading on the part of the inter- 
viewee and requested recall by the field 
interviewer. 

The comparatively early interview, how- 
ever, has obvious disadvantages in that the 
interviewee either may not have read the 
magazine at all, or that he may re-read it 
after the interview is made. 

These advantages and disadvantages re- 
verse themselves when the interview is 
made late in the publication’s life. 

It was found that among the weekly 
magazines, of all the reading which is 
done during the first ten days of the life 
of the publication, 817% is completed dur- 
ing the first three days. Among monthly 
magazines, of all the reading which is 
done during the first 37 days of the maga- 
zine’s life, 71% is completed during the 
first seven days. 

Consequently, we begin interviewing on 
weekly magazines three days after publica- 
tion, and continue for seven days there- 
after. On monthly magazines, field work 
begins seven days after date of issue, and 
is completed one month thereafter. 

The Starch technique is predicated upon 
the belief that results can be significant only 
if findings are restricted to “this specific 
advertisement,” and “in this magazine.” 

Unless data are obtained with these 
limitations, they cannot be reduced to costs, 
nor can they properly be presented in terms 
of percentage relationships. The reason for 
this is obvious—unless the base is known 
and fixed, resultant percentages are mean- 
ingless. 

It has been found and can be proved 
that the application of proper interviewing 
technique will and does yield entirely 
satisfactory results on both these points. It 
is a simple procedure to determine whether 


the results obtained by this method are 
accurate. 

First, the advertisements common to two 
current issues of different publications are 
selected. The interviews obtained on one 
of these magazines are then sorted into two 
groups, according to whether the inter- 
viewee had read both of these two maga- 
zines or only one. If interviewees cannot 
recall in which magazine a duplicated ad- 
vertisement was seen, then those persons 
who had read both magazines, and conse- 
quently had had an opportunity to see the 
common advertisements in both publica- 
tions, would show higher visibility and 
readership than the persons who had read 
one magazine only and consequently could 
have seen the advertisements in only one 
magazine. Results from this test neither 
indicate any differences in their composite 
average, nor do they show any trend when 
the figures for individual advertisements 
are examined. One study showed a 100 to 
97 relationship; another a 100 to 105 com- 
parison. 

Another important factor to consider is 
interviewing fatigue. The number of ad- 
vertisements one-half page and larger in 
the magazines included in this service is 
usually less than fifty. Sometimes, how- 
ever, there are many more than this num- 
ber. 

The question may reasonably be raised as 
to whether the interviewee does not be- 
come fatigued before it is possible to com- 
plete the detailed interview on each of 
these advertisements. 

There is just one way to control the 
effect of this factor, and that is through 
sound interviewing. Starch interviewers 
have a quota of not more than two inter- 
views on an issue of a specific monthly 
magazine during a given week, which 
means that they do not use a heavy maga- 
zine as the basis for an interview with a 
woman who is obviously in a hurry, or who 
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appears likely to become impatient. It is 
to the interviewer’s interest that she make 
proper decisions on this point, because every 
advertisement one-half page and larger in 
the issue must be turned to and the inter- 
viewee must be questioned regarding it, 
otherwise the interview must be discarded. 

Convincing proof that the operation of 
this factor is eliminated by the precau- 
tions that we take in the field is contained 
in the results from a re-tabulation of the 
interviews on thick magazines, obtained in 
our normal manner. Since it is standard 
procedure to begin successive interviews at 
different places in the book, all of the inter- 
views obtained on several different issues 
of relatively thick magazines were re- 
tabulated so that it was possible to compare 
the visibility and readership findings for 
the advertisements on Page 1, 2, 3, etc., 
when they were interviewed upon at the 
start of the interview, when they were 
interviewed upon during the middle of the 
interview, and when they were interviewed 
upon toward the conclusion of the inter- 
view. This procedure was followed for all 
of the advertisements in these issues. 

It showed the presence of a very minor 
amount of interviewing fatigue. On the 
average, the greatest difference between 
the findings when the advertisement was 
interviewed upon first and last was 4%. 
This means that an advertisement having a 
visibility of 30% which was interviewed 
upon last, might, if it had been interviewed 
upon first, have been as high as 31.2%. 
There were no greater differences among 
any group of advertisements than among 
any other group. 

As it has been emphasized, the inter- 
viewer must be certain to obtain results 
with respect to “this particular advertise- 
ment.” 

It is reasonable, therefore, to consider 
the factor of confusion. Our technique exer- 
cises the following precautions. First, the 


interviewing must be done upon an ad- 
vertisement which looks exactly the same 
as it did when the interviewee originally 
had an opportunity to see it. This particu- 
larly means that the advertisement must 
be in the context of the magazine and 
have adjacent to it the same editorial and 
advertising material it had when it was 
originally seen. 

Starch interviewing constantly takes ac- 
count in an active manner of the aids to 
recall through adjacent editorial material. 
Just as that technique which utilizes only 
one mental aid produces much less recall 
than does the triple associates method with 
its two aids to recall, so the advertisement 
presented before a person without its sur- 
rounding editorial or advertising content, 
thus having only one aid to recall, will 
naturally be recognized less frequently and 
less positively than where the principles of 
the recognition technique are utilized in 
the most complete possible manner, with 
all available aids to recall. 

To test the accuracy of our field work 
in this respect, we have inserted non- 
published advertisements in an issue of a 
magazine, and conducted regular inter- 
views ‘upon these issues. For example, in 
one instance, eight advertisements were 
taken from an issue of the Saturday Eve- 
ning Post which had not appeared on the 
newstands, and inserted in the current 
issue. This was done so that it was not 
evident to anyone that these advertisements 
were not a regular part of the magazine. 

Standard interviewing was conducted on 
these issues. It was found that the reported 
visibility of these inserted ads was in every 
instance less than 5%. In most cases the 
figures were between 1% and 2%. The 
thorough readership was in no instance 
over 1%, and in practically ali cases it was 
zero. 

There are certain fundamental principles 
upon which Starch field technique is built. 
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First, an effort is made to obtain the 
confidence of the interviewee. The second 
objective is to recreate in the interviewee’s 
mind the original environment in which 
the magazine was read. We feel that this 
attitude is essential if there is to be proper 
and complete use of the recognition tech- 
nique. 

In the detailed conduct of the interview, 
the field worker asks what magazines 
among those on the Starch list the inter- 
viewee has in her home, or has had in her 
home. This information is restricted to 
current issues. In many instances, the field 
worker is able to see the magazine in the 
home. In other cases, where it is not avail- 
able, the interviewer produces the maga- 
zine, shows the cover and several pages 
from the editorial content and establishes 
the fact that it was actually the current issue 
of the magazine that is referred to. 

To have read a magazine, a person at 
least must have looked through it with 
some care, or actually have read a portion 
of the editorial contents. The choice of the 
magazine upon which the interview is to 
be conducted is entirely in the hands of the 
interviewer, and is in accordance with her 
own quota requirements. The effect of this 
is that the magazines read least thoroughly 
receive the same treatment as the ones read 
most thoroughly. 

The interview must be satisfactory in that 
complete and obviously reliable informa- 
tion is obtained. Every advertisement one- 
half page and larger in that publication must 
have been turned to and interviewed upon, 
and finally, there must have been evidence, 
in the interviewer’s judgment, that the 
data are, in general, complete and reliable 
and free from the effect of certain inter- 
viewing obstacles already discussed. 

In most cases, only one magazine is 
made the subject of the interview. How- 
ever, where it is found that the interviewee 
has read more than one magazine, seems to 


have plenty of time, and is interested, an 
interview on a second magazine may be 
taken. 

In the Starch Service, a person must 
have looked at an advertisement sufficiently 
so that the name of the advertiser or of 
the product being advertised registered 
itself upon his consciousness, otherwise 
that advertisement is not counted as having 
been seen. Our technique, therefore, estab- 
lishes at the outset whether the interviewee 
knew what was being advertised. This is 
done by finding out whether he saw and 
read various parts of the advertisement 
containing the name of the advertiser or 
of the product, or perhaps picturing the 
product or its container. This is a simple 
procedure and its application affords no 
difficulty. 

Interviewing principles may have been 
worked out with infinite care and an abso- 
lutely accurate sample may have been set 
up, yet if the interviewers do not do their 
work properly, the whole operation is with- 
out significance or value. From the time the 
Starch Organization first began doing busi- 
ness, we have believed that the results 
from field research are exactly as good as 
the interviewing upon which they are 
founded, 

Throughout this discussion I have en- 
deavored to indicate the objective checks 
made upon our field work. At this point I 
wish to give you, briefly, more specific 
details regarding the interviewers them- 
selves. 

For this service alone we have a staff of 
48 competent, thoroughly trained, experi- 
enced and fully supervised field workers. 
40 of the 48 interviewers work full time 
on this operation alone. The others are in 
small communities which have so few per- 
sons that a full time interviewer would 
not have sufficient interviewing scope. 

An interviewer must have, first, the na- 
tive ability to do this work; second, enough 
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of a sales instinct to enable her to make the 
proper approach; third, a capacity for 
handling details; fourth, a quick intelli- 
gence, coupled with good judgment as to 
how to bring out complete information and 
to judge its validity. Finally, she must 
have good health and perseverance. Inter- 
viewers do not, nor do we wish them to, 
keep at this work over a period of too many 
years. We believe that in most cases three 
to four years represents a sufficiently long 
interviewing career. The average length of 
service of our present staff is 2% years. 

A new interviewer is subjected to a 
thorough course of training. The first two 
weeks she spends in the office, looking over 
reports, reading bulletins to interviewers, 
examining advertisements and in general 
getting a comprehensive picture of the 
whole operation. After she goes into the 
field her work is observed and criticized 
directly by a supervisor, and it is not ac- 
cepted for inclusion in Starch reports until 
she has been operating independently for 
at least one month in the field, and until 
every known check indicates that she is 
conducting a sound operation. 

The work of every field interviewer on 
the staff is tested continually in three ways. 
First, each interview, as it comes into the 
office, is examined for completeness, and 
for over-all validity. In the second place, 
a statistical office tabulation reveals quickly 
whether the work of an interviewer is out 
of line with that of the general average. 
The tabulation conducted on these inter- 
views is such that inconsistencies must 
necessarily show up immediately. Third, 
regular field checks are made on each in- 
terviewer’s work, by re-interviewing the 
same person. This provides proof of both 
honesty and accuracy. 

Finally, four supervisors, located in dif- 
ferent sections of the country, make 
periodic visits to each interviewer, accom- 


panying her in the field and making sug- 


gestions as to the improvement of her 
work. We believe the morale and the com- 
petency of the field force to be high. 

In presenting the findings from this 
study, an effort is made to furnish only 
helpful and pertinent information. In the 
reports submitted, there are no statistical 
corrections, adjustments, or weightings. 
The data reflect direct arithmetic computa- 
tions of the simplest possible character. 

In order that there may be an equitable 
comparison of the results between adver- 
tisements of different size and color treat- 
ments, there are provided cost figures, in- 
dicating how much it cost to have one per- 
son see, read some, and read most of an 
advertisement. 

To provide a basis for comparing the 
results for advertisements in different 
magazines, cost ratio tables are furnished. 
These tables present index numbers to 
show how any particular advertisement 
compares with the average advertisement 
in its specific issue. All of the other data 
furnished in connection with the Starch 
Advertisement Rating Service come direct- 
ly from these basic figures. 

Because of the extensive use of these 
reports, it is very important that their 
accuracy be assured. It is furthermore 
necessary that continuing checks be applied 
so that there will be proof of validity at all 
times. This policy has been rigidly adhered 
to since the beginning of the Starch Ad- 
vertisement Rating Service. 

Naturally, the accuracy of the findings 
has been improved constantly. I have al- 
ready indicated that the probable error for 
the reports based upon the smallest size of 
sample is not greater than a plus or minus 
3-3%. 1 have shown you that the coefhi- 
cient of correlation between the smallest 
sample that we use and a sample ten or 
twelve times that size is better than plus 
.g. These are statistical proofs that our 
findings are sound. 
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The average user of these figures, how- 
ever, is in the creative department of the 
advertising agency. To him, the most con- 
vincing proof of validity is the consistency 
of the findings. It could not possibly be 
chance that all of the advertisements in 
a given series show the same results. 
Neither could it just happen that certain 
advertising techniques always produce 
similar visibility and readership findings. 
After a creative man has begun to use these 
services, and is familiar with them, he can 
actually forecast what will happen if he 
varies a certain technique in a specified 
manner. This has been done many times. 

We do not believe that anyone should 
look at the results for two competing ad- 
vertisements and say, “My advertisement 
has a thorough readership here of 4.2%, 
while that of my competitor has a reader- 
ship of only 3.8%. Therefore, my adver- 
tising is 10% better than is his.” Starch 
results do not show any such thing. I 
would not even consider that the difference 
between 3.8% and 4.2% was significant, 


unless it showed a definite trend by its re- 
peated appearance in a number of succes- 
sive advertisements. In studying these re- 
sults, it is always sound procedure to study 
the composite or trend effect of a series of 
advertisements, of a group of advertise- 
ments, rather than to consider one adver- 
tisement only. In evaluating results, fur- 
thermore, there are many factors which 
must be considered, such as product inter- 
est, the thickness of the issue, the medium, 
position, size, color and so on. 

In conclusion, I should like to re- 
emphasize a precaution which we have been 
stressing over the last ten years. 

The Starch Service is to inform the 
creative man what he can do to improve 
his advertising in visibility and readership. 
If this service fulfills this function it has 
achieved a great deal. To accomplish this 
it does not have to be accurate to decimal 
places. It should not be read to decimal 
places. We believe that as it is, it is ac- 
curate to a far greater degree than it needs 
to be, in the light of its major objectives. 

















THE CONTINUING STUDY OF 
NEWSPAPER AUDIENCES* 
ALLEN B. SIKES 


Bureau of Advertising, American Newspaper Publishers Association 


ACK IN 1938, the Bureau of Advertis- 
B ing of the American Newspaper 
Publishers Association began to study the 
possibilities of making a series of consumer 
surveys, using the Gallup method, to find 
out how the American public reads its 
newspapers. We felt that such studies 
would be of great value to editors, retail 
advertisers, and national advertisers; that 
they might well point the way to better 
editing and to better advertising. We be- 
lieved the interests of all parties would be 
best served by putting such studies on the 
broadest possible base, and under auspices 
which would insure its scientific integrity. 

In line with this latter purpose, we ap- 
proached the Advertising Research Foun- 
dation, which is jointly sponsored by the 
Association of National’ Advertiser and 
the American Association of Advertising 
Agencies, and suggested that the Bureau 
of Advertising underwrite the cost of con- 
ducting a series of studies made under the 
control and direction of the Foundation— 
not only to conduct the research, but also 
publication of the findings. Concurring in 
the importance of the project, the Adver- 
tising Research Foundation assumed com- 
plete control, through its Administrative 
Committee, of the entire operation. The 
co-operation of the Bureau of Advertising 
is limited to the highly important function 
of signing the check for the research. The 
printed reports are paid for jointly by the 
Bureau of Advertising, the A.N.A., and 
the Four A’s. 

The first study under this program of 
continuing research was made in Akron on 


* Mr. Sikes presented with this paper some forty 
lantern slides which it is impossible to reproduce here. 


July 27, 1939. Subsequent studies in other 
cities have been made on approximately a 
twice a month schedule since that time, and 
printed reports reproducing the entire 
paper have been issued at corresponding 
intervals. To date forty-five reports in this 
series have been completed—spanning a 
period from July 27, 1939, to November 
6, 1941. 
Fietp Work 

The actual field work, or interviewing, 
is done by Publication Research Service of 
Chicago, formerly known as Gallup Re- 
search Service, under the direction of Mr. 
Carl J. Nelson and Mr. Harold H. Ander- 
son, co-founder of the American Institute 
of Public Opinion. 

The day after publication of the paper 
to be studied, Publication Research Service 
completes about 450 interviews, evenly 
divided between men and women readers 
of that particular newspaper. Such 
sampling is carefully controlled to secure 
proper representation of all occupational 
groups and to match as nearly as possible 
the pattern of the newspaper’s circulation. 
All interviews are divided into these occu- 
pational or income groups. Women, if 
married, are classified according to the 
occupations of their husbands. 

In selecting a cross-section of a news- 
paper’s readers, interviews are spaced 
throughout the city to parallel the circu- 
lation of the newspaper. This is accom- 
plished by distributing the interviews in 
proportion to the amount of circulation in 
each of the circulation districts as defined 
by the newspaper’s circulation department. 

The over-all economic complexion of the 
city is analyzed. All available information 
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concerning occupational groups, age 
groups, racial groups, living standards and 
housing is studied. Each district is investi- 
gated by personal visits and by discussions 
with the newspaper’s circulation men. 
After all information is gathered and di- 
gested, interviews are spaced in these dis- 
tricts to match both the circulation and the 
economic status. 

The interviewers employed in each city 
are carefully trained in advance of the 
study, and test interviews are checked for 
procedure and accuracy. Each interview 
starts with the question: “Did you read 
yesterday’s issue of the Wilkes-Barre Eve- 
ning News?” (or whatever the paper may 
be). If the answer is “no,” the interview 
is over. If the answer is “yes,” the respond- 
ent is asked to indicate on a fresh unmarked 
copy of the newspaper exactly what he or 
she remembers having read in that particu- 
lar issue . . . not “usually reads” or “is 
going to read,” but “actually read.” The 
interviewer goes through the entire news- 
paper, page by page asking, “What did 
you happen to see or read on this page?” 
The investigator makes a crayon mark on 
each item which the respondent indicates 
he or she has read. 

The subject of the interview is told that 
a nationwide study is being made, and that 
a certain group of individuals in the city 
has been selected to be interviewed regard- 
ing yesterday’s issue of the local news- 
paper. Most individuals interviewed are 
very pleased to cooperate if not unusually 
busy or occupied, and the most difficult 
problem of the interviewer is the desire 
of the respondent to prolong the interview 
long after all necessary information has 
been obtained. 


Botu Eprror1taL AND ADVERTISING 
Matrer STuDIED 


As emphasis is placed equally on the 
editorial and advertising content of the 


newspaper, there is no tendency to stress 
or direct the attention of the respondent 
to any particular type of content. It is made 
perfectly clear to the person being inter- 
viewed that the interviewer is equally in- 
terested in editorial and advertising con- 
tent. Each separate news story, comic strip, 
news picture or advertisement gets its own 
mark or markings. Headline reading is not 
included. The reader must go into the body 
of the text of a news item at least three 
or four paragraphs. . . . Of course, it is 
impossible to check minutely the exact 
point at which a reader stops reading an 
article. When a reader has said that he or 
she saw an advertisement, the interviewer 
gets further information wherever the 
form of the advertisement permits, on 
headline reading, illustrations, copy, etc. 

An auditor from the Advertising Re- 
search Foundation is on hand working 
with the executives from Publication Re- 
search Service, co-operating in securing the 
basic market data, observing the entire 
operation, including the tabulating pro- 
cedure, and certifying the final results. At 
the completion of each interview, the read- 
er’s name, address, occupation, and age, 
and any comments about the local news- 
paper are secured. This information is at- 
tached to each field copy. When the inter- 
viewer is half way through her assignment, 
she returns to headquarters where her work 
is checked and corrections made, if needed, 
on the cross-section. In addition, an in- 
dependent check of the interviews and 
interviewers is made. Some of the names 
and addresses turned in by each inter- 
viewer are listed by checkers who call again 
upon the respondents to insure that the 
interview was handled properly. 

At the conclusion, then, of each study 
about 450 individual field copies have been 
assembled for analysis and for posting on 
a master copy which contains the combined 
results. The results are then reduced to 
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percentages based on the total number of 
interviews. The percentages indicate the 
actual number of readers interviewed who 
saw or read each given news story, picture, 
advertisement, etc. Many combinations are 
also obtainable, such as the percentage of 
readers who read any advertising or any 
classified advertising, the percentage of 
readers who read anything in the various 
sections of the newspaper, or the per- 
centage of women’s page readers, sports 
page readers, etc. 

At the top of each page a figure is given 
showing the percentage of men or women 
who read anything on the individual page. 
An analysis of this type of information 
enables the Foundation to determine 
whether or not newspaper reading habits 
are grasshopper like, or more nearly re- 
flect a consistent eye traffic throughout the 
paper. 

Upon completion of the master copy a 
planograph reproduction of the newspaper 
is included in the final report, along with 
other analytical data developed by the 
Foundation. When a sufficient number of 
studies were made, the Foundation began 
to include in each report cumulative data 


on different phases of the studies based on 
“medians for all studies to date.” 

Now that forty-five newspapers have 
been studied from front page to back, the 
Foundation has an increasingly valuable 
reservoir of information on consumer in- 
terest in the various types of news, fea- 
tures, and pictures, as well as national and 
local advertising. Two summaries of much 
of this data have already been released by 
the Foundation, and a third will be com- 
pleted in the near future. 

I might point out also that each one of 
the forty-five studies made to date have 
included the following warning: 


WARNING 


“The findings here submitted should not 
be, and cannot properly be interpreted too 
literally. There are many factors which may 
greatly affect the reader attention secured 
by an individual editorial item, picture, or ad- 
vertisement in any one particular issue of 


a newspaper. ONLY CUMULATIVE 


DATA ARE TO BE RELIED UPON. 
Maximum values will be obtained from the 
Continuing Study of Newspaper Reading 
when the reports, as issued, are studied for 


trends and principles, rather than for specific 
detail.” 











INEQUALITIES WHICH AFFECT SCORES 
OF ADVERTISEMENTS 


RAYMOND FRANZEN 
Market Research Consultant 


HE TYPE OF measurement which we are 

discussing can be given more precise 
psychological definition than is usually ac- 
corded to it. We are not measuring the 
“visibility” of an advertisement at the 
time it was observed but rather the admis- 
sion of a previous observation and of its 
association with some product or service 
offered for sale. The fact of association is 
determined while the advertisement is be- 
ing examined though this may be done 
with or without masking a portion of the 
material. There may be considerable doubt 
by many of us as to whether this is truly 
an important measure of the persuasive 
qualities of an advertisement. 

The question about what is being 
measured and the question as to whether or 
not that which is measured has market 
significance are concerned with the validity 
of the examination. Although this paper 
is principally interested in the way the 
measurement is made, a few comments on 
its validity are not entirely out of order. 
We may take, for example, the association 
of the product with the advertisement at 
which the subject is looking. There is an 
old illustration of a psychological distinc- 
tion that is so apt in this case that it bears 
repeating. It is the common case of “having 
a good memory for faces” but “such a 
poor memory for names.” Now you don’t 
remember the face or the name. You recog- 
nize the face and you associate a name with 
it. The face is always there but the name is 
not. One method of advertisement exami- 
nation takes you to a party where every 
face is conspicuously labeled with a name 
and asks if you have met the people before. 
The other method leaves you in your 
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usual predicament. Now even if, with the 
face in front of you, you are able to recall 
having seen it and even if, with or without 
the label, you can associate the correct 
name you have still given no evidence as 
to how interested you were when you first 
met the person or whether you will seek 
his company in the future. What we should 
really like to measure is the extent to 
which a product and its advertised values 
are involved in the future market be- 
haviour of its advertising public. 

The purpose of this paper, however, is 
not to examine validity, but rather to 
examine the experimental conditions under 
which the examination is made. Let us 
accept the quality measured as stated and 
let us assume that it has some importance. 
In another paper Dr. Lucas shows how we 
may correct this quality for exaggeration 
due to spurious sources of attention value. 
But even if we do not question that which 
is measured we still must ask whether the 
method applies with consistency. That is, 
does it measure the quality comparably for 
different advertisements? In order to com- 
pare the “visibility” of advertisements we 
must be sure that there are no advantages 
or handicaps which are offered to some 
advertisements and not to others because 
of the experimental design. If I should 
present advertisement A under two sets of 
conditions and advertisement B under the 
same two conditions, and if the advertise- 
ments should change their “visibility” rela- 
tive to each other when the settings change, 
I would, of course, know that the results 
obtained depend upon the settings in which 
measurements are made. If experimental 
conditions vary and if measured results are 
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related to these variations, then individual 
differences in the measured results are 
false. 

Now the settings or experimental con- 
ditions prompt well-defined questions: 


1. Does an advertisement suffer from the 
length of the examination? In other words, 
does a long examination fail to obtain as 
many admissions of recognition as a short 

examination obtains when we are examin- 
ing the same experience? 
Does the rhythm of the examination affect 
the admissions of recognition entirely apart 
from the real notice which has been be- 
stowed upon advertisements? In other 
words, will a given advertisement obtain 
more “visibility” when it is examined in 
one position, rather than another, even 
though its place in the magazine as read re- 
mains the same? 

3. Does the size of the advertisement have an 
effect upon the “visibility” recorded out of 
the proportion to the effect of size on true 
notice? In other words, will a small ad- 
vertisement have a large exaggeration and 
will a large advertisement have a small ex- 
aggeration? 


iS) 


Experiments designed to answer the first 
two questions were done under the auspices 
of Good Housekeeping. Although crucial 
experiments are lacking, some evidence 
bearing on the third question has defined 
its importance. 

The method and conclusions of the ex- 
periment concerned with the length and 
rhythm of the interview were as follows: 

The March, 1940 issues of two women’s 
magazines, both with a heavy volume of 
advertising were selected. We shall call 
them G and M. They were copy-tested by 
a standard interviewing procedure which 
exposes the entire advertisement. Three 
hundred interviews took the respondents 
through the entire magazine G and three 
hundred through M. The visibility per- 
centages obtained from these whole maga- 
zine interviews correlated in both cases 


over .9 with the percentages issued by the 
Service. We were, then, making the same 
type of distinctions although it is to be 
noted here that the material correlated 
includes small and large advertisements. 
Such correlations must be high because 
they include agreement which is due en- 
tirely to the size distinction. To prove 
agreement between methods or between 
samples, correlations must be obtained 
within size groups. 

Other interviews were obtained from 
respondents who were shown only sec- 
tions of the advertisements. The magazines 
were divided into sections having an equal 
amount of advertising. G with 96 ad- 
vertisements had four sections and M’s 71 
advertisements were separated into three 
sections. Three hundred interviews were 
obtained for each portion of the magazines. 
Any one woman was interviewed on only 
one of these sections so that the results of 
these split-issue interviews are free from 
any effect of the length of the interview. 
Their percentages provide, therefore, a 
control for estimating the effect of the 
interview’s length in the method as usually 
applied. 

Table I gives average visibilities by type 
of advertisement as obtained by the two 
methods. Both magazines suffer in 


Tas_e I. Averace Visisitiry ror Eacn Type or 
ADVERTISEMENT FROM Sp tit-IssvE AND 
Wuo.e-MacazinE INTERVIEWS 








g-color | BSW | 2-color | BW 
full page | full page | 2-column\ 2-column 


% % % 7 














Magazine G 
Split-issue 66 47 42 50 
Whole magazine} 60 35 32 34 
Magazine M 
Split-issue 71 64* 45 44 
Whole magazine} 66 59* 36 35 








* Unreliable—only 5 B & W full-page advertisements 
in Magazine M. 
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TABLE Ia. VisiBiLiry Loss as INFERRED 
FROM TABLE I 




















4-color 2-color BEWw 

full page | 2-column | 2-column 
% % % 
Magazine G 9 24 32 
Magazine M ¥ 20 20 





measured visibility when the whole maga- 
zine is examined in an interview. The 
split-issue interviews, without the psycho- 
logical factors of boredom and “fatigue,” 
yield consistently higher averages. G, with 
more advertising, suffers more than M and 
the less conspicuous advertisements suffer 
more than the large colored type. 
Comparison of front-to-back with back- 
to-front shows the same conclusion but is 
not as satisfactory because in these maga- 
zines conspicuous advertisements are 
grouped at the front. Obviously back-to- 
front, then, has its own special kind of 
handicap, namely, unpunctuated tedium at 
the beginning of the interview. When the 


PERCENT OF “VISIBILITY” LOST 


whole-magazine visibility percentage of 
each advertisement is ratioed to its split- 
issue percentage and the amount of loss 
(that is, 100 minus the obtained ratio) is 
plotted for each advertisement in its proper 
page order, we get the picture of the two 
magazines shown in the accompanying 
chart. 

Punctuation is very important. Tedium 
and fatigue of the interviewer as well as 
the respondent develops a rhythm of re- 
port error. Four-color advertisements re- 
vive interest while a long series of two- 
third black and whites retards interest. The 
lag in interest during the long interview 
reaches a maximum and then is progres- 
sively alleviated as the examination ap- 
proaches the next four-color group. The 
respondent does not have full knowledge 
of the duration of a series of two-third 
black and whites. Therefore, the decrease 
in visibility loss when approaching a four- 
color punctuation indicates that the tedium 
is shared by the interviewer. This is not 


OR GAINED BY EACH ADVERTISEMENT 





WHEN THE WHOLE MAGAZINE 


INSTEAD OF MAGAZINE SECTIONS 


ARE USEO FOR INTERVIEWING 





MAGAZINE G 


PAGE NUMBER: 20 ite) 


PERCENT OF 
OIFFERENCE 





170 210 c 

















iM) 
































MAGAZINE M 















































PAGE NUMBER: 20 o 90 120 ¢c 
TYPE OF ADVERTISEMENT 
PERCENT OF 4 coon ruce pace 
DIFFER’ 
oe : B&W. OR 2 COLOR 
° ~~ i ] FULL PAGE 
I j | [2 covumn 

20— 








b 
° 

















This chart appeared on p. 


796 of #6, Vol. XXIV, Journal of Applied Psychology, December, 1940. 
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surprising since observation of copy-testing 
interviews gives clear evidence of skipping 
through the least stimulating sections of a 
long interview. 



































Taste II 
Whole | ; 
Magazine Split-Issue 
Visibility in: Visibility in: 
Maga-| Maga- Maga-| Maga- 
zineG zine M|\ zineG \zine M 
%|\%\ %| % 
4-color full page: A 74 73 84 73 
B & W full page: A 57 57 62 64 
B s9 | 71 70 70 
C 47 45 62 54 
2-color 2-column: A 36 35 48 49 
B 50 47 60 58 
c 46 45 | 56 48 
D so | 43 | 63 | 51 
E 2 46 54 55 
B & W 2-column: A 46 46 63 49 
B 39 41 63 62 
Cc 64 65 75 65 
D 27 3o 45 34 
E 31 34 | 49 45 
F so | 59 | 57 | 69 
G 48 53 57 57 
H 36 42 58 $1 
I 38 34 45 34 
J 29 21 44 | 34 
K 28 29 50 42 
L 41 39 68 48 
M 42 37 66 48 
N at | 32 | 55 | 47 














Twenty-three advertisements appeared 
identically in both the magazines. The ef- 
fect of G’s larger quantity of advertising 
is presented in a comparison of the visibility 
percentages for these advertisements in the 
two magazines when obtained by the usual 
whole-magazine interview and when ob- 
tained without a difference in the length of 
interview, 

When measured as part of the entire 
magazine seven advertisements had a re- 


liably higher visibility in M than in G 


and six were higher in G. The rest had 
a difference of two points or less. 

When measured as part of equal adver- 
tising sections the advertisements provide 
a very different evaluation of the two 
magazines as advertising media. Now, 
without having its visibility measures 
handicapped by the more arduous inter- 
view, the larger magazine has fifteen in- 
stead of six advertisements with higher 
visibility. The smaller magazine, having 
lost its size advantage, instead of su- 
periority on seven, is ahead on only one. 

Explorative experiments have been 
made with advertisements in various sizes, 
inserted in daily newspapers. While these 
cannot be considered final they do show 
the necessity of full examination of ‘the 
spurious effect of size upon visibility 
measurement. Measures were taken by 
using direct visibility questions on each ad- 
vertisement and also by asking respondent 
what she had seen “on this page.” The 
ratios of visibility for various sizes are dif- 
ferent in the two methods, This may well 
be because there is more opportunity for 
exaggeration of small advertisements 
when each item is questioned separately. 
That is, if a small advertisement has ac- 
tually been seen by only ten per cent of 
the respondents, the opportunity for con- 
fusion, etc., to exaggerate reported visi- 
bility is much larger than it is for an ad- 
vertisement actually seen by seventy per 
cent. Whatever the reason, it suggests the 
necessity of comparing visibilities within 
size and color groups only. 

So much for the experimental fallacies in 
determining visibility. 

To determine the cost per observer of 
an advertisement it is common practice to 
multiply the number of magazine readers 
by its visibility percentage and use this as a 
denominator to divide the advertisement’s 
cost. The determination of this “number of 
readers” figure is, therefore, as important 
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as the visibility percentage. Here, too, the 
method is open to question. Readership is 
generally obtained by applying to known 
circulation figures a correction for multiple 
readership. The number of readers per 
copy is usually obtained indirectly by as- 
suming that in homes possessing the maga- 
zine the proportion of readers among those 
interviewed is the proportion of readers 
among all adults in these homes. Of course 
the number of readers per copy so esti- 
mated cannot possibly be higher than the 
average number of adults in a home. The 
method excludes the possibility of includ- 
ing any pass-along circulation. 

An investigation of readership of the 
weeklies compared readers-per-copy figures 
estimated by this indirect method with a 
direct count of readers divided by circu- 
lation. The same people were counted as 
readers in both methods of estimate. Of 
course the territories used were sampled 
but adequate care was taken to get reliable 
counts. Two definite conclusions appear: 


(1) Readership per copy is greater in each of 
the four weeklies studied (Saturday Eve- 
ning Post, Colliers, Time, and Life) 
when actual counts divided by circula- 
tion are used. 

The difference between the two methods 
shows great variation as between the 
magazines. 


(2) 


Of these two conclusions the latter is 
far more important than the former. Using 
the conventional method, little difference 
occurs among the four weeklies. They all 
are reported as having between two and 
three readers per copy. One would expect 


this uniformity from the artificial limit im- 
posed by number of adults in a family. We 
would also expect pass-along circulation to 
differ more among magazines than does 
the proportion of readers among adults in 
homes possessing the magazines. Using 
correct figures, one of the four is shown to 
have more than twice as many readers per 
copy as two others and another is shown to 
have one and three-quarters as many per 
copy as the lowest one. 

Now this will exercise a profound effect 
upon the calculation of an advertisement’s 
cost per observer. 

To summarize, it may be concluded that 
the experimental design needs overhaul- 
ing: 

(1) Examinations should be made in such a 
way that length of examination and 
punctuation of interest are comparable. 
All comparisons of advertisements should 
be made within size and color groups. 
This, of course, applies directly to cost 
per exposure as well as to comparisons 
of visibility itself. It is true that the cost 
(the numerator) of the smaller black 
and white advertisements is less, but the 
experimental conditions of measuring visi- 
bility (the denominator) distorts these 
advertisements more than other types. 
Size and color groups are, therefore, un- 
comparable regardless of their difference 
in cost. 

Measurement of readership as it is done 
at present, introduces another large error 
in the reported figures of advertising 
audiences, both in distinguishing among 
magazines and in evaluating advertise- 
ments appearing in different magazines. 


(2) 


(3) 

















A CONTROLLED RECOGNITION TECHNIQUE 
FOR MEASURING MAGAZINE 
ADVERTISING AUDIENCES 


D. B. LUCAS 
New York University 


HE OBJECTIVE of this different recog- 
lh site technique of copy testing is to 
determine the percentage of readers of a 
particular magazine issue who see and get 
some measurable impression of a specific 
advertisement. The feature of the method, 
known as the controlled recognition test, is 
the elimination—complete elimination— 
we believe—of all sources of inflation of 
scores. An incidental feature is elimination 
of those inequalities of interview which 
give unfair advantage to one advertisement 
or one magazine over another. 

Beginning in 1937, the controlled 
method has been developed, tested and 
compared with other copy measures. From 
the start the test has followed accepted 
routines of scientific procedure. One ideal 
scientific method of measurement is to set 
up two test situations in which only one 
element is permitted to vary. The variable 
we want to measure is the effect of circu- 
lating a specific advertisement in a par- 
ticular magazine issue. 

The first of the two tested situations is 
the period just before the advertisement 
is put into circulation—at which time the 
effect of circulating it is obviously zero. 
Current readers of a magazine are called 
upon and shown an advertising scrapbook 
containing current advertisements together 
with advance copy from the forthcoming 
issue. The readers are asked to identify the 
advertisements which they remember hav- 
ing seen. This provides advance scores on 
some of the test copy. Next week these 
advance advertisements become current 
and are inserted in another scrapbook. This 
is the second test situation for the pre-tested 
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copy. The only significant variable is the 
fact that the advertisements have come 
into circulation in between the interview 
periods. Interviews are made with a new 
sample similar to the first. In that way 
current scores are obtained on the same 
advertisements on which advance ratings 
were obtained earlier. 

Psychological experience has consistently 
shown the inaccuracy of responses in recog- 
nition tests. No matter how sure a respond- 
ent may say he is of his identifications, 
there are likely to be some spurious re- 
sponses resulting from confusion of similar 
things, loose guessing, careless exaggera- 
tion and outright lying. False identification 
is “false” only when a person has not seen 
the advertisement. It is apparent that this 
source of inflation operates equally in both 
the pre-test and the current test of the 
same advertisement. For that reason the 
pre-test scores can be used to deflate or cor- 
rect the current scores. 

False identification does not operate 
equally with all advertisements. In fact it 
is an exceedingly variable function of each 
advertisement tested. Pre-test scores may 
vary from around 5% to 50% in the par- 
ticular type of interview we make with a 
scrapbook. It is not very difficult to see 
why the confusion is higher in one case 
than the other, although we have not yet 
found any satisfactory formula for predict- 
ing confusion scores. I am of the opinion 
that low confusion results from distinctive- 
ness of the illustration or headline. We 
have also found that a low degree of in- 
terest appears to reduce the number of 
false “Yes” replies. 
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Confusion may result from the context 
surrounding an advertisement as well as 
from the features of the copy itself. 
Familiar surroundings and a familiar se- 
quence of pages may lead to identification 
by inference. The respondent reasons, “I 
saw this so I must have seen that.” The 
scrapbook eliminates the false clue of 
familiar sequence by permitting an entirely 
random arrangement of test pieces. Each 
advertisement is entirely removed from 
its immediate context so that none of the 
cues provided by the original magazine 
can prompt false identification. 

Some doubt has been expressed as to the 
ability of readers to recognize advertise- 
ments out of context. To check this point 
we obtained regular recognition scores 
from a well known testing service which 
interviews with original magazine copies. 
The correlation of uncorrected recognition 
scores in the magazine with those in the 
scrapbook was found to run consistently 
around -|-.80. Considering the fact that 
sequence as well as context is broken in 
the scrapbook, this seemed to be a very 
satisfactory degree of agreement. It 
showed that the same advertisements 
which were identified as “recognized” in 
the original magazine were also “recog- 
nized” in the scrapbook. 

As a further test of the influence of 
context, a special study was made in which 
correct current advertisements and advance 
advertisements were tested alternately in 
a familiar current editorial context. The 
tendency to identify advance advertise- 
ments falsely in a familiar current editorial 
background more than offset the gains 
made by current advertisements in proper 
context. The average corrected score for 
advertisements in context was 26.7% as 
compared with 27.5% in the scrapbook. 
We believe the editorial context introduces 
a spurious element in the identification of 
adjacent advertisements. 


The scores on individual advertisements 
are influenced by the time element in the 
interview. Long interviews, perhaps most 
interviews running over 20 minutes, have 
some influence upon the average score of 
all advertisements included. The position 
of a particular advertisement in the inter- 
view influences its score with relation to 
others in the same interview. Since the 
scrapbook exhibits are arranged in a chance 
order, it is likely that every advertisement 
tested has about the same benefit of po- 
sition or location. An advertisment may be 
on page 27 in one scrapbook, 8 in another, 
43, 17, 59, etc. 

So far we have taken account of inflation 
and other distortion of uncorrected recog- 
nition scores resulting from confusion, 
guessing and lying on the part of the 
respondent, context and sequence in the 
magazine, position of the advertisement 
in the interview and length of the inter- 
view as ordinarily influenced by thickness 
of the magazine. In the absence of controls 
there is a further hazard resulting from the 
attitudes of interviewers themselves which 
may encourage “Yes” responses. When 
advertisements are tested both before and 
after publication this influence of the inter- 
viewer should neutralize itself, since in- 
flation of pre-test responses will offset in- 
flation in the current test responses. Finaily 
there is the chance that the audience of 
one magazine may incline more to loose 
replies than does the audience of another 
magazine. Again the pre-test measures this 
inflation and enables the investigator to dis- 
count it. In actual test one popular maga- 
zine showed an “absolute” advantage of 


5% or a relative advantage of 13%. over 
other popular magazines in uncorrected 
scores, but lost all of this advantage when 
the scores were corrected by means of the 
pre-test. Undoubtedly this one magazine 
has been enjoying a spurious competitive 
advantage in recognition ratings. 
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The final score arrived at in the con- 
trolled recognition test is not, as might at 
first be supposed, the simple difference be- 
tween current and advance scores found 
for the advertisement. If that were the 
case it would not be possible for an ad- 
vertisement with a confusion score of 20% 
(which is about average for full pages) to 
have a corrected score of more than 80%, 
assuming that everyone had seen the ad- 
vertisment originally. The formula, which 
has been widely used, permits every ad- 
vertisement to make a corrected score of 
100% as theoretical perfection. 

In closing, I should like to show how 
the scrapbook introduces conditions which 
make it impossible to draw direct inferences 
as to the likely degree of error in ordinary 
recognition tests. The only occasion for 
comparison is when the final adjusted 
scores for the controlled test are compared 
with recognition scores obtained in the 
regular way. The product-moment cor- 
relation of scores obtained on advertise- 
ments by the two methods in the spring 
of 1939 was +.60. This relatively low 
degree of agreement indicates that sub- 
stantially different actual as well as rela- 
tive scores are obtained by the two meth- 
ods. The explanation offered here is that if 
there are different degrees of confusion 
when readers are confronted with different 
advertisements, there is bound to be a 
differential adjustment in the correction of 
scores for individual advertisements. This 
throws the controlled recognition scores 
out of line with ordinary recognition scores, 
and, we believe, reflects a substantial fault 
of uncontrolled tests. 

Not all of the disagreement between 
the two recognition techniques need be 
charged to faults of one or both methods. 
Some of the difference probably lies in the 
definitions of magazine readers and of 
advertising audiences. The audience of a 
magazine has been variously defined as: 


(1) those readers who have read the issue 
as completely as they ever will; (2) pri- 
mary readers who buy or actively obtain 
the issue; (3) people who have “looked 
through” the issue; and (4) people who 
have read some previously defined portion 
or percentage of the issue. None of these 
definitions can be made objective and 
equitable for all magazines. 

The reading base upon which controlled 
recognition scores are computed is de- 
termined objectively in the interview by 
means of six editorial exhibits from an 
advance issue mixed with an equal number 
from the current, test issue. Those claimed 
readers who cannot identify more of the 
current editorial matter than advance ma- 
terial are excluded from the base. The 
final tabulation includes only those persons 
who establish some familiarity with the 
test magazine issue. Presumably the au- 
dience includes all persons who have 
“looked into” the issue far enough to see 
any one of the six vivid exhibits selected. 
We believe that the potential advertising 
audience should include all persons who 
have “looked into” the issue. The back 
cover may have a bigger audience. 

Definitions of the actual audience of an 
advertisement differ almost as much as 
the definitions of magazine audiences. One 
service counts only those persons who 
“say” that they were aware of the adver- 
tiser’s identity when they looked at the 
copy. Some investigators have tried to con- 
fine the measured audience to those per- 
sons who declared they were “sure” of the 
identified advertisements. “Sureness” is, 
of course, a subjective criterion. Otherwise 
there wouldn’t be World Wars, with both 
sides sure they are right—both sides sure 
they will win. “Sure” responses on a recog- 
nition test include persons who are sure 
but wrong, and persons who say they are 
sure but aren’t. 

When controls are set up for the recog- 








136 





THE FOURNAL OF MARKETING 





nition test it is possible to let down the 
bars on human certainty. The philosophy 
of the interview is to encourage respond- 
ents to use their “best judgment” in testing 
the advertisements the same as they would 
in any other test. If some respondents 
guess loosely, if some lie, if some inter- 
viewers are less exacting than others, all 
of these sources of inflation are nullified 
through the pre-test. The residue, after 
deducting for the pre-test score, represents 
that part of the magazine audience which 
demonstrates in an objective way that it 
must have seen the advertisement in the 
original magazine. 


In view of these differences of definition 
and technique it is quite impossible to state 
just how much of the difference in various 
recognition ratings is the result of defi- 
nition and how much reflects the basic dif- 
ferences of technique. We have been con- 
tent to set up objective controls for all 
suspected sources of inflation and inequality 
of advertising audience ratings, and to de- 
fine our measured audience. That audience 
includes only those persons who saw and 
got some measurable impression of the 
advertisement when they looked into the 
magazine. 




















THE COMMERCIAL AND ECONOMIC 
BACKGROUND OF MARKETING 


IN LATIN 
JAMES S. 


Epiror’s Note: The following four papers were 
presented at the session on “Latin-American Mar- 
ket.” Dudley M. Phelps, University of Michigan, was 


chairman of the meeting. 


crossed the Rio Grande en route South. 
That was a little over thirty-five years ago 
and in the intervening years either I have 
been living in, doing business with or 
studying about that part of the world 
which we up here call Latin America. 
That is a misnomer, by the way, because 
a sizable portion of the vast sweep south 
of the border is not Latin at all; it is 
Indian. Our neighbors in the twenty sepa- 
rate countries occupying the region who are 
at all meticulous in the choice of words 
prefer to designate it as Hispanic America, 
and the pundits insist that the only really 
accurate designation is Ibero America since 
nearly one half of the Southern Continent 
is occupied by Brazil alone which is in- 
habited by a people who do not use the 
Spanish tongue and whose traditions come 
from Portugal. For the purpose of my talk, 
however, I shall refer to it as Latin 
America even though I agree that it is not 
a truly descriptive title. 

It is a very big chunk of the land surface 
of the globe by whatever name it be called; 
so vast, indeed, that it is a major economic 
blunder to think or speak of it as a com- 
mercial entity as persistently do so many 
of the uninformed and some who should 
know better. Neither is it a geographic or 
a cultural entity. 

I will try in the time allotted to me to 
sketch in the background of the picture and 
then briefly comment on the result as a 
necessary basis for the details which will 
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be filled in by the discussion which is to 
follow. Territorially Latin America occu- 
pies an area about 30% greater than that of 
the United States. One country alone, 
Brazil, covers more square miles of the 
Western Hemisphere than does Conti- 
nental United States. The best statistics 
indicate that the population of the other 
Americas—that is Central and South 
America—totals 119,000,000 as against our 
130,000,000; but it would be dangerous, 
indeed, to draw deductions from this com- 
parison until such factors as tradition, 
literacy, standards of living, per capita 
purchasing power, and communication fa- 
cilities, were considered and understood. 
I have drawn some of the first bold lines 
of the background. Let me now apply a 
few colors. Our canvas must represent over 
4,131,000 square miles upon which we 
must picture enormous stretches as dry as 
the Sahara, equally vast tropical jungles, 
regions of perpetual snow and _ great 
stretches of tropical swamps. If we were 
to try to superimpose a picture of modern 
Europe on our canvass we would have to 
paint in the following countries: France, 
Germany, Italy, the United Kingdom, 
Austria, Hungary, Holland, Spain, 
Sweden, Denmark and Switzerland. We 
still would have room enough to crowd in 
Continental United States. In other words, 
Latin America equals the combined area 
of the U.S.A. and modern Europe. Now, 
for the purpose of proper interpretation, 
please mentally picture the whole southern 
continent as east of the northern so that a 
line drawn directly south from New York 
City would skirt the west coast of Peru 


and Chile. 
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If we could animate our picture, what 
sort of people would we find inhabitating 
this vastness which we call Latin America. 
In Argentina, Uruguay and Chile they 
would be almost all white; in Paraguay, 
Honduras and Bolivia they would be 
largely Indian; in some of the other coun- 
tries they could be a mixture of white, 
negro and indian. A helpful classification 
might include: first, predominently indian 
republics; second, the mestizo countries; 
and third, the white nations. From this 
you can see what an erroneous procedure 
it would be to generalize about Latin 
America in any sort of a survey. Life in 
Buenos Aires is quite different from that 
in Quito, the quaint and beautiful little 
capital of the Ecuadorean republic; road- 
side vistas on a journey across Mexico 
would in no way help one to visualize a 
similar later trip to be made across Brazil. 

Next I will go in for a bit of historical 
pigmentation which may help to explain 
why the material development of South 
and Central America has not paralleled 
that of North America. The forebears of 
all the Americans (North, Central and 
South) came to the Western Hemisphere 
in search of certain ideals, no matter how 
mixed with other motives. In the North, 
freedom and homes were sought; in the 
South the planting of the cross of the 
Mother Church and the lure of gold urged 
on the pioneers. Commercial develop- 
ments from these beginnings were quite 
different. Spain and Portugal instituted 
and maintained from the very start the 
tightest sort of trade monopolies. The 
Colonies were not allowed to trade with 
one another. Even so, the terrain was so 
rugged and the means of communication 
so meager that trade between the countries 
of Central and South America was neg- 
ligible up to a comparatively few years 
ago. Add to this the ban on local manu- 
facturing, as tightly held as the trading 


restrictions during the Colonial era, and 
one can understand why they did not pro- 
gress industrially. On the other hand the 
final consummation of our federation of 
forty-eight free trading States made for 
the great industrial evolution which has 
earmarked our own economic history. The 
establishment of the Interstate Commerce 
Commission assured this position of leader- 
ship in the world. 

Ever since independence came to our 
southern neighbors after the stormy days 
from 1810 to 1821, the energies of these 
peoples have been almost wholly occupied 
with the extractive industries—that 1s, 
mining, lumbering and agriculture. Many 
of these countries depend on a single crop 
or industry for their marketing abroad with 
all of the consequent instability which 
surely follows. In Brazil it was first the 
sugar era, then diamonds and gold, to be 
followed by rubber and for the past few 
decades, coffee, though cotton came into 
the picture more recently. Consider Bolivia 
and tin, Chile and nitrates, Ecuador and 
cocoa in the same way and you have the 
gist of the economic story and can under- 
stand why a few cents difference in the 
world price levels of commodities often 
spelled prosperity or depression in these 
countries and changed import marketing 
conditions with great frequency, and even 
affected the political security, for the pros- 
perity or depression often meant revolution 
or no revolution. 

The first world war changed this a bit, 
and the present world conflict is accelerat- 
ing the new trend surprisingly. Take the 
matter of industrialization for example. 
Up to 1914 the Latin American countries 
were trading about as they had for the 
past 100 years, exchanging raw materials 
for the manufactured goods of Europe and 
the United States. The first armed world 
conflict forced considerable local manu- 
facturing in order to take care of consumer 
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wants, particularly in Argentina, Brazil 
and Chile. This trend grew slowly in the 
intervening twenty-five years. The out- 
break of hostilities in Europe in the Fall 
of 1939 quickened the movement. One 
illustration may serve to show what is 
happening today. In 1910 _ industrial 
production in Brazil was 1,000,000 contos 
($50,000,000); in 1920 about 3,225,000 
contos ($161,250,000); in 1940 
13,709,000 contos ($685,000,000). Even 
more rapid growth has come in Argentina. 
The west coast republics of Chile and 
Peru also show activity. While indus- 
trialization in the modern sense is still a 
long way off in Latin America these great 
wars have given it a push which must be 
taken into consideration in the marketing 
surveys of the future. 

At present the danger of inflation in 
Latin America is as great as here. Inability 
to import from Europe and restrictions on 
imports from the United States imposed by 
the shipping shortage and defense needs 
have, as indicated, reduced sharply sup- 
plies of manufactured goods in Latin 
America. At the same time, purchasing 
power within Latin American countries is 
on the increase due to heavier exports of 
raw materials at higher prices to the 
United States. Shortages of manufactured 
goods in the face of expanding purchasing 
power creates this danger of commodity 
price inflation. Advances have already oc- 
curred in the commodity price level 1 
most of these countries, and the movement 
may go a good deal further. 

The nature of the inflation problem 
there is different from that in the United 
States. Shortage of manufactured goods in 
Latin America is not due to the diversion 
of productive capacity to defense programs 
which limit the output of consumer goods 
here. It results from import restrictions. 
A runaway rise in manufactured goods 
prices in these countries could be checked 


i. 


by expanding the manufacture of consumer 
goods in each of them. Brazil, Argentina 
and some others studied the matter and 
evolved plans for developing home in- 
dustries to take the place of foreign sources 
of supply. The inability to import ma- 
chinery constitutes an obstacle to indus- 
trialization. Textile and shoe production, 
however, have been expanded consider- 
ably. If the war is a long one, new manu- 
facturing capacity will be expanded largely 
despite difficulties in obtaining machinery. 
If this happens, many consumer goods 
prices will be stabilized within these 
countries. 

The figurative style of narration, which 
I adopted in the beginning of my talk, 
more or less paints the background up to 
date. I want to drop it now for a straight 
commentary for fear of mixing my paints 
improperly to say nothing of my meta- 
phors. Before I do so, however, I want to 
warn that there are elements which i in the 
past few months have kicked over the 
paint pot so often that great splotches and 
splashes may modify or obscure the true 
background insofar as United States 
marketers are concerned. If we don’t stop 
certain reckless and ignorant actors there 
may be no background for us to work on at 
all after the war is over. I refer to the 
great horde of “Good Willers,” radio com- 
mentators and “best seller” authors who 
have galloped through that part of the 
world recently and returned to tell the 
folks back home what it is all about, or 
to write allegedly revealing books. They 
first bewildered and then so irritated our 
southern neighbors that a cry has gone up 
from all these countries imploring us to 
lay off. Good Will is a plant which must 
be nurtured slowly and carefully in prop- 
erly prepared soil. It cannot be forced any 
more than can be the precious quality of 
friendship. Likewise our high pressure 
authors, with the wrong measuring rod in 
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hand, go south, usually without the equip- 
ment of the proper language and write 
long interviews which have been chan- 
neled through an interpreter. No one ever 
got the right answer by such methods and 
ill will and misunderstanding are bound 
to result from their use. If we want to 
hold our markets, or even friends, down 
there let us proceed scientifically, or at 
least intelligently. 

An understanding of certain economic 
fundamentals peculiar to these southern 
countries is necessary if a proper course is 
to be charted for holding and increasing 
our markets there after the war. Take the 
question of taxation, for example. During 
the Colonial period and for a hundred 
years thereafter the dominating economic 
classes in practically all of these countries 
consisted of relatively small groups or 
oligarchies of landowners. This meant low 
real estate taxes. Most of the revenue to 
run these governments comes from indirect 
taxes such as import duties. In some of the 
smaller and more backward countries, 
economically speaking, the percentage of 
total ordinary revenue derived from cus- 
toms and shipping duties runs as high as 
65%. Even in the most progressive, like 
Argentina, it runs about 25%. When ex- 
ports fall off in times of world depression 
imports decline and with them customs 
revenues. When exports decline, or bring 
relatively low returns, governments have 
difficulty in meeting current operating ex- 
penditures, to say nothing of service on 
the public debt. This vicious circle explains 
many defaults in that part of the world, 
and often is the real underlying cause of 
political unrest and revolution. Since 1914 
things have changed for the better. Such 
direct taxes as income levies are being col- 
lected and slow but steady progress is 
being made in the matter of making the 
people tax minded. The land owners are 
losing their former dominating influence. 


In a talk necessarily as brief as this one, 
no detailed analyses can be made of many 
other factors which may govern marketing 
conditions when world order is restored. 
Transportation, for example, has been 
revolutionized by the airplane. Highway 
building will give intra-American com- 
merce a new significance as distinguished 
from inter-American trade. The telephone 
has brought Buenos Aires as close as Jersey 
City so far as the transaction of business 
deals is concerned. Some great barriers stil] 
exist, language being one of them, though 
the newly awakened interest in the study 
of Spanish and Portuguese is hopeful. 

What matters most now to marketers is 
the conditions which will be found when 
peace once more comes to the world. The 
southern countries lost $500,000,000 of 
markets when war came to Europe. We 
have taken up most of that slack through 
huge stock pile and other war emergency 
purchases. These will stop when hostilities 
cease. What can we do now to help to 
maintain the necessary economic balance 
after the war? Obviously anything that 
will increase the per capita purchasing 
power in the southern nations will be a 
step towards solution. Aiding the larger 
and more progressive of these countries in 
their industrialization programs will help. 
Highway building eventually will bring 
vast untapped natural resources nearer to 
the ultimate consumer. Loans for such 
productive purposes as distinguished from 
budget balancing and public edifices and 
parks are sound and will do much to main- 
tain our dominance in_ inter-American 
trade. We have practically all the mined 
gold in the world. Most of it was taken 
from a hole in the ground in South Africa 
and deposited in a hole in the ground in 
Kentucky. Is there no way to use some of 
this in a manner that will be acceptable 
to the doctor of economics as well as the 
hard headed American business man? 
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When the present catastrophic war broke 
out in 1939 some of us thought it might 
economically sink most of the countries of 
the other Americas. The reverse seems to 
have happened. Latin America may be the 
only beneficiary, economically speaking, 
from the hostilities which are now devas- 
tating so much of the earth. Europe is 
destroying capital goods and man power 
at a horrifying rate. The same thing is 
happening in much of Asia. The United 
States not only is underwriting the defense 
of all of the democracies of the world, but 
is also engaged in the life and death 
struggle. The countries of Latin America 
carry relatively little of these great bur- 
dens. They may come out of it all the only 
debt free entities. 

With the defeat of Hitler the United 
States will dominate the world economi- 
cally. Radio, cable, telephone and aviation 
have made the countries of the Western 
Hemisphere an economic trading unit. Our 
vastly expanded plant capacity could be 
utilized for making more and more goods 
for less and less cost to more and more 
consumers. The people of southern coun- 


tries of the Western Hemisphere should 
be the first to benefit by this. This may be 
what lies ahead and we should bestir our- 
selves to make it a reality. 

The possibilities of the other Americas 
should not be underestimated. Let us re- 
member that just a little over 100 years 
ago here in the United States there was not 
a public library; almost all furniture was 
imported from England; there was only 
one hat factory and it made cocked hats; 
every gentleman wore a queue and pow- 
dered his hair; crockery plates were ob- 
jected to because they dulled knives; Vir- 
ginia contained a fifth of the whole popu- 
lation of the country; a man who jeered 
at a preacher or criticized a sermon was 
fined; two stagecoaches bore all the travel 
between New York and Boston; the whip- 
ping post and pillory were still used in 
Boston and New York; buttons were scarce 
and expensive, and trousers were fastened 
with pegs or lace; beef, pork, salt fish and 
hominy were the staple diet all the year 
round. Things do change, so watch Latin 
America. 





LATIN AMERICAN CONSUMERS: SOME PROBLEMS 
IN REACHING THEM BY ADVERTISING 


GEORGE MATEYO 
Columbia Broadcasting System 


INTRODUCTION 


UR APPROACH to Latin American 

marketing and advertising problems 
must be quite different from the one we 
use when dealing with similar domestic 
problems. The advances in our marketing 
thought and research techniques have been 
so rapid during the past three decades and 
our entire business structure is now so 
deeply rooted in a foundation of accurate 
and continuously-available information that 
one is apt to look askance at the statistical 
aspects of Latin American problems as 
they confront us today. Having sur- 
mounted the troubles which once beset us 
in securing quantitative data, we in this 
country have proceeded to expand the 
volume and character of qualitative data. 
Because of this and, too, because of the 
fact that we have become so accustomed to 
thinking of marketing phenomena on a 
nation wide basis (manifested in our 
phrases—national distribution, _ national 
circulation, national coverage, national 
averages, even national sampling), because 
of these, then, we should be careful to 
approach Latin American problems by 
reasoning in terms of individual countries; 
we shall have to do this before we shall 
ever be able to reason or to formulate con- 
clusions in terms of all 20 Latin American 
republics as ove marketing unit. This ap- 
proach is necessitated because of significant 
differences between the countries and be- 
cause of the fact that marketing and sta- 
tistical information on these countries is 
uniform neither by type, by date of release 
nor by degree of completeness and ac- 
curacy. The differences between countries 
should present us with no difficulty par- 
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ticularly after our experience in dealing 
with the many differences between regions 
here in the United States. 


Basic ConNsuMER INFORMATION 


Important basic data on Latin American 
consumers are available despite current 
whispering campaigns to the contrary. 
These data can be used effectively; they 
shall have to be used for a long time for 
want of more satisfactory material; but 
they should be used with knowledge of the 
limitations underlying them. 

Consider the absolute size of population. 
Two of the countries have never had a 
real population census and the presence of 
sizeable numbers of Indians in many of 
the countries who have never been counted, 
means that census attempts are not always 
exact. In this connection it is not an easy 
matter merely to eliminate Indians from 
marketing potentials because the scarcity 
of medical talent in Latin America makes 
them and countless numbers of the lower 
classes a sizeable market for many U. S. 
goods, particularly drug products and con- 
fections. Eight of the 20 countries con- 
ducted their /atest censuses during 1940, 6 
did so during the period 1930-40, one 
during 1927, one in 1914 and 2 as far 
back as 1900-1910. Argentina, whose last 
census was made in 1914 but whose esti- 
mates since then have been reasonably 
sound, has a wealth of material on popu- 
lation breakdowns by age, locality and edu- 
cational status. Professor Bunge of the 
University of Buenos Aires has done a 
great deal in this field. Chile has a volu- 
minous amount of census data going back 
over a long period of years, and Brazil’s 
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1940 General Census covering practically 
all aspects of the country’s economy re- 
quires 14 volumes for publication. 
Wherever censuses have not been taken 
for many years, the governments have re- 
leased “official estimates” and these must 
be taken for want of anything more exact. 

Strangely enough little is available on 
the size of the average family in Latin 
American countries. The only surveys 
which I have been able to find indicate that 
the urban family in Argentina and in Chile 
averages about five members, and talks 
with U. S. advertisers selling in the north- 
ern part of South America substantiate 
this fact. This is the average by which they 
divide a city’s population to determine the 
number of almanacs or specially-prepared 
newspapers which they will need to dis- 
tribute house-to-house. 

Information on concentration of popu- 
lation and urban-rural distribution is not 
dificult to secure. Despite the fact that 
Latin American countries are fundamen- 
tally agricultural in character and despite 
the fact that each relies upon one or two 
export products, many of them have a 
high urban ratio. Consider Argentina 
where 75% of the population is concen- 
trated in cities, and Chile where the figure 
is upwards of 50%. 

Income data are sorely lacking in Latin 
American marketing. Practically nothing 
has been done to determine the percentage 
of families by income or economic classes. 
On reason for this may be the absence of 
a “middle” class as we know it in the 
United States. As far as urban industrial 
workers are concerned, Argentina con- 
ducted a survey in 1935 showing the 
average income, the minimum cost of liv- 
ing, and a breakdown by types of family 
expenditures. Another study was con- 
ducted among 593 families in 15 localities 
in Chile during the same year. Mr. Hubert 
Herring in his excellent book Good Neigh- 


bors has some interesting data on the 
salaries and wages received by various 
types of workers both urban and rural in 
Argentina, Brazil and Chile. This book 
and one recently written by William 
Schurz (Latin America: A Descriptive 
Survey) can be used effectively when 
studying the income status of the Latin 
American consumer. Suffice it to say, how- 
ever, that no one knows how the families 
in any one country can be classified by in- 
come. Naturally the non-existence of such 
data will make it dfficult for researchers to 
conduct consumer surveys based upon rep- 
resentative sampling in any one country. 
And the scant attention which has been 
paid to retail trade statistics will make it 
difficult to conduct similar research among 
dealers. In this regard let us remember it 
was but a few years ago that the A. C. 
Nielsen Company had to conduct a census 
of food and drug stores in England before 
it could establish its British Food and Drug 
Index. 

Emphasis thus far in Latin America 
has been placed upon general economic 
data not upon marketing data as we know 
them. Much information is available on 
foreign trade, on agriculture, finance, in- 
dustry; little is available on consumer in- 
comes and domestic trade. As a result, we 
cannot hope to formulate and apply elabo- 
rate market indexes or trading area studies 
in Latin American markets. We do have 
information on telephones and motor ve- 
hicles by all countries and, what is more 
important, by provinces in a few countries. 
That is about as far as we can go toward 
building market potentials and indexes 
based on ability-to-buy and willingness-to- 
buy factors. Certain advertising agencies 
and publishers’? representatives have 
created such indexes—essentially for Ar- 
gentina alone. 

There are several long-run forces at 
work which will undoubtedly affect the 
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consumer markets of Latin America and 
which will undoubtedly necessitate more 
basic quantitative data. Much has been 
said regarding the increasing industrializa- 
tion of several South American countries 
despite their handicap of operating without 
certain fundamental raw materials. Such a 
trend will work advantageously in favor 
of the mass of lower income urban dwel- 
lers. Likewise the breaking up of the large 
rural holdings which typify most Latin 
American countries, and which is proceed- 
ing at varying speeds, will materially 
change the complexion of rural dwellers 
both as far as individual initiative and size 
of income are concerned. 


ApVERTISING To Latin AMERICAN 
CoNnsU MERS 


Advertising media with which we are 
familiar are present to some degree in most 
of the Latin American countries. But, ad- 
vertising media existent in Latin America 
today must be considered by themselves 
and not in terms of our United States 
achievements. Let us consider the major 
media. 

No one knows exactly the number of 
newspapers in Latin America or, still more 
important, their composite circulation. To 
complicate the problem still further, many 
of the sources to which one turns for such 
information do not differentiate between 
newspapers and magazines—they merely 
list “newspapers and periodicals” and 
promptly neglect to include some of the 
most significant magazines. Consequently, 
the study now being prepared by the Ex- 
port Information Bureau of the 4A’s 
should be a valuable adjunct in this field. 
Of two sources, currently in use, one shows 
the total circulation of 358 newspapers 
and periodicals as slightly in excess of 
7,000,000; the other lists 572 daily news- 
papers having a combined circulation of 
almost 9,000,000. Both sources seemingly 


rely upon information supplied by the 
publishers themselves. Except in Cuba 
there is no A.B.C. in Latin America. 

According to one of the sources referred 
to a moment ago, there are no more than 
II newspapers in all Latin America with 
a daily circulation in excess of 100,000 
each; of these, 7 are in Argentina and 4 
in Brazil. Some 30 papers each claim a 
daily circulation of 50,000-100,000. One 
third of these are in Mexico, 4 or 5 each 
in Argentina and Brazil and a few each in 
Cuba, Chile, Colombia, Peru and Uru- 
guay. 

Readership studies and “continuing” 
studies will have to await quantitative 
measurements. Although the U. S. repre- 
sentatives of a few Buenos Aires news- 
papers have a reasonably good idea of 
where their papers go, such is not the case 
for other papers in Latin America. It is 
important to observe that such studies as 
exist have been done by U. S. representa- 
tives of the papers. Perhaps this is not 
unusual when we realize the great em- 
phasis which Latin American publishers 
place upon editorial treatment. One of the 
largest and most influential papers in 
Buenos Aires, for example, maintains no 
local advertising department. In Latin 
America any form of merchandising or 
research service is unknown. Despite this 
editorial treatment it is not uncommon for 
the publisher to place names of sponsors 
in the radio section of his paper. 

The greatest difference between a me- 
dium in the U. S. and in Latin America 
occurs in magazines. How many magazines 
there are is questionable. Possibly 25 
would include the most important ones, 
and data on their composite circulation are 
not available. There are no great national 
weeklies as we know them in any one of 
the countries. Magazines are quite ex- 


pensive and with only a few exceptions are 
used basically for local coverage rather 
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than for widespread national effect. A lead- 
ing weekly general magazine in Argentina 
claims a circulation of about 260,000; in 
Cuba two illustrated weeklies claim 30 and 
50 thousand respectively; in Colombia the 
circulation figures of 2 famous magazines 
are estimated at 23,000 and 37,000. 

Women’s magazines are published in 
many of the countries; Cuba has several 
monthly publications which carry extensive 
fiction and fashion sections; a prominent 
women’s publication in Venezuela claims 
26,500 circulation and is sold through sub- 
scription contracts to drug stores who in 
turn distribute it to their favored patrons. 
One of the finest magazines in all Latin 
America, a beautiful example of produc- 
tion, is a women’s publication in Buenos 
Aires, a high class magazine with some 
30,000 subscribers. Subscription sales ac- 
count for the bulk of the circulation of 
class magazines in Argentina as well as 
Cuba. 

Specialization has been carried to an 
advanced degree in the magazine field, 
notably in Argentina where one can find 
all types of consumer periodicals attempt- 
ing to cover all fields of interest, as well 
as farm and trade magazines. This is aside 
from the many literary and economic re- 
views which are published. 

In closing this section on newspapers 
and magazines, I should mention a recent 
study showing the importance which U. S. 
advertising expenditures occupy in the 
Latin American periodical field. Approxi- 
mately 4% (33.5%) of all the advertising 
space in some 64 periodicals (42 news- 
papers and 22 magazines) over a repre- 
sentative period of time was placed by 
U. S. manufacturers according to a study 
made by the Export Advertising Associa- 
tion and discussed by Mr. Walter Bomer, 
Vice President in charge of Export of 
Bristol-Myers, in a recent speech before 
the National Foreign Trade Convention. 


The percentage rises to 43.59% if local 
advertising expended upon U. S. motion 
pictures is included. A product breakdown 
of this U. S. advertising is interesting. Ex- 
cluding the local advertising of the U. S. 
movies from the total, 40% was devoted 
to cosmetics, drugs and medicinals, 16.4% 
to radios, refrigerators and household ap- 
pliances, 13.6% to automobiles, tires, auto- 
motive accessories, gas and oil, with 30% 
to miscellaneous products. 

Radio as an advertising medium is as- 
suming a growing importance in Latin 
America. Now there are some 750 long 
wave and short wave stations in the 20 
countries, almost as many as in the United 
States. Although some of these stations 
are government-owned as, for example, in 
Chile, Brazil, and Peru, individually- 
owned stations co-exist and compete with 
them. It is common practice for long wave 
stations to operate and sell short wave 
simultaneously as a means of overcoming 
peculiar conditions of terrain in reaching 
the internal segments of their countries. 
Differences between countries are so ap- 
parent here that it is difficult to generalize 
with respect to this medium. A description 
of facilities and services for one of the 
large stations in Buenos Aires (these rank 
with the finest of U. S. stations) would 
be far out of line for stations in other 
Argentine cities or ir most of the other 
countries. So brisk is the demand for time 
on the finest large stations that they are 
sold out solid for as much as a year in ad- 
vance. Elsewhere competition for business 
is intense. Rates normally include not only 
time and the announcer, but talent as well. 
Furthermore, recognition has been taken of 
variations in the size of potential audiences, 
for rates vary by hours of the day, with the 
long luncheon period enjoying a rate 
equally as high as preferred evening time. 
News is taken seriously by people in Latin 
America, even more seriously than in the 
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United States but commentators as we 
know them are not on the air. Drama 
features, operas, classical music, sport 
programs and popular music are favorite 
programs. Many stations, trying to do their 
best in the face of a relative shortage of 
talent, have had to rely heavily upon re- 
cordings and transcriptions. Networks of 
any considerable size exist only in Mexico, 
Cuba and Argentina where 3 are now op- 
erating. 

A variety of other media are used to 
reach Latin American consumers; among 
these are outdoor displays in the very 
largest city areas, bus and car cards; and 
Caracas, Venezuela boasts of electric ma- 
chines placed on important corners which 
show 28” x 41” posters for 10 second inter- 
vals. Direct mail is very slight, but alma- 
nacs are frequently delivered house-to- 
house in the cities as well as in the smaller 
towns (down to as little as 500 in popula- 
tion) in order to reach the large numbers 
of families who do not and who cannot 
buy newspapers or magazines. 

The foregoing paragraphs on adver- 
tising media point up some of the many 
problems confronting the advertiser and 
his agency. Exact circulation data are not 
available in the absence of an A.B.C. Dupli- 
cation of circulation is anyone’s guess. 
Rates are equally uncertain. Currently 
rising newspaper costs are causing a general 
increase in rates for newspapers and maga- 
zines, a trend working in favor of the 
radio stations. As can be gathered, there 
are no data available to show the relative 
rank of the media at one point of time or 
over a period of time on the basis of total 
advertising expenditures. In Latin America 
there is no P.I.B. (Publisher’s Informa- 
tion Bureau). And, in addition, there is 
no information to indicate the relative ef- 
fectiveness of media or the effectiveness of 
the different members in any one category. 
Here the story is entirely one of trial and 
error. 


In addition to media published or avail- 
able within Latin American countries, there 
are various types of media emanating from 
the United States. Many diverse trade 
journals published here in Spanish and 
Portuguese are sent to Latin America. 
Reader’s Digest publishes a special Latin 
American edition with advertising matter 
placed in a separate section at the rear 
of the magazine. Several movie magazines 
in Spanish and Portuguese also are sent 
southward. And Time, as you doubtless 
know, publishes a special weekly air express 
edition (in English). 

Although short wave broadcasting to 
and from Latin American countries is not 
a new phenomenon, the use of this medium 
for commercial international broadcasting 
on a continuous basis is indeed new. Best 
results have been achieved when stations 
in Latin America pick up the short wave 
signal sent from the U. S. and rebroadcast 
it both by long and short wave in their 
respective markets. The “Network of the 
Americas,” whereby the Columbia Broad- 
casting System here will co-operate with 
some 75 or more stations located in each 
and every one of the Latin American 
countries, will operate on this principle. 
Definite contractual arrangements, making 
Latin American affiliates equally as im- 
portant as domestic affiliates, make this 
the only international network organized 
as we know networks today. Not only have 
powerful modern short wave transmitters 
been constructed here (in Brentwood, 
Long Island), but, what is even more im- 
portant, for the first time, special installa- 
tions of the finest type of U. S. pick-up 
equipment are being made in the Latin 
American stations by CBS engineers. Both 
commercial and sustaining features are to 
be interchanged regularly on this network 
which was scheduled to begin operations 
early in 1942. 
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RESEARCH: MARKETING AND 
ADVERTISING 


It is in the field of research that one 
finds a condition both perplexing and in- 
triguing; perplexing because of the scarcity 
of basic marketing information in exist- 
ence; intriguing because of the lengths to 
which some persons in the United States 
will go in misinterpreting the simplest 
market data and in using statistics improp- 
erly. 

Very little exists as far as Latin Ameri- 
can market research or advertising research 
are concerned, Seemingly the only surveys 
conducted to show product usage and brand 
status have been made by advertising agen- 
cies and publishers’ representatives to 
whom considerable credit is due. Although 
these studies have been restricted largely 
to dealers, some attempts are now being 
started by the same organizations to inter- 
view consumers by use of the personal in- 
terview method. In the past, the newspaper 
has been relied upon as a means of reaching 
some of the consumers. One of the large 
newspaper-owned Buenos Aires stations 
had listed all programs carried by Buenos 
Aires stations in a double spread which its 
newspaper ran for a two week period. 
Readers were asked to check the programs 
they listened to, and the best accompanying 
letter was rewarded. This was done last in 
July, 1940. Just a month ago a large 
Mexico City newspaper carried a double 
spread on which were listed all popular 
brands of some 107 different types of ad- 
vertised goods. Readers were asked to 
check the brands they used, and the readers 
approximating most closely the final results 
were to receive prizes. Not only a promo- 
tion method of selling space to the adver- 
tisers of both winning and losing brands, 
but also an attempt to determine circula- 
tion distribution. Most certainly this repre- 
sents the first such brand preference study 
which has come to my attention—a far cry 
from the Nielsen Indexes and the other 


market surveys with which we are familiar. 

Last Spring two surveys appeared with 
reference to short wave listening in Argen- 
tina and Brazil. The Brazilian survey was 
supervised by Mr. Lloyd Free, and the 
Argentine study was published by Walter 
Thompson Argentina, S.R.L. Since the 
summary results of these studies have ap- 
peared in our advertising journals (Vari- 
ety, Broadcasting, etc.) I shall attempt 
nothing more than a mention of them here. 

Why has so little been done in the way 
of market research in Latin America? This 
might be answered by examining a few of 
the problems which researchers have faced. 
In the first place, it is impossible to select 
markets which are representative of Latin 
America as a whole. The choice of a “Mid- 
dletown” or a test market is far too simple 
an answer to this problem. Secondly, there 
are several interviewing technique prob- 
lems. The relative scarcity of telephones 
and the abundance of servants would 
render the telephone method unfeasible 
for radio audience and product use studies. 
Also, many observers hint that the Latin 
American temperament precludes the use 
of the personal interview technique either 
when applied on-the-street or in-the-home. 
In the third place, supervision of a local 
field staff in each country would present a 
problem even more dificult than that 
which we have experienced here in the 
United States. Lastly, one of the greatest 
drawbacks to research in Latin America 
has been the fact that the size of the Latin 
America advertising appropriation could 
not justify extensive research. 

The treatment accorded Latin American 
statistics by certain individuals in the U.S. 
has been intriguing to say the least. To 
amateurs, such a procedure may appear 
humorous, may appear to be the easiest 
solution. To marketing men it will appear 
distasteful. Because Latin American re- 


search information is still scarce, because it 
is often difficult for one to find “the” right 
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answer, several unfavorable trends are 
developing here. First I cite the “epidemic 
of the arithmetic average.” Since some of 
the results to be averaged are not “pure” 
in themselves, and since many such are the 
product of previous averaging attempts, 
the ridiculousness of the final results can 
well be imagined. Secondly, it seems to be 
highly fashionable for dates and sources to 
be omitted from presentations of statistical 
data. That this should be applicable to 
some of the books now being written about 


Latin America is lamentable. And, in 
the third place, we are bound to have an 
upsurge in the phrase “styled in the pattern 
of U.S. research” or some similar phrase, 
as applied to research concerning Latin 
America. This period should be a short- 
lived one for the writers of such phrases 
are bound sooner or later to learn some- 
thing about our representative sampling 
technique, something about the advances 
being made by U.S. marketing research. 

















THE PLACE OF COFFEE IN TRADE WITH 
LATIN AMERICA 
W. F. WILLIAMSON 


National Coffee Association 


OFFEE AS AN article of commerce and 
C as a factor in our daily lives deserves 
more study and more consideration than it 
normally receives. As human beings, we 
associate an early morning consciousness of 
its unique and matchless aroma with the 
most pleasurable sensations of life. As stu- 
dents of commercial geography we are 
vaguely aware that its principal production 
is found in South and Central America: as 
students of economics and merchandising 
we have some notions, usually vague and 
usually wrong, concerning the various 
Brazilian coffee control schemes. 

What we don’t know, or too little appre- 
ciate, is the fact that for all practical pur- 
poses trade in coffee is Pan American com- 
merce. Without the coffee trade it is prob- 
able that our ties with Latin-America, now 
of such vital importance, would be about 
as important to us as our commercial ties 
with the African Gold Coast. 

This is true not only because of the very 
large value attached to our imports, but 
to the fact that coffee is produced in impor- 
tant quantities by such a large majority of 
the Latin American countries. In the 
period 1937-1939 coffee alone represented 
34.5 per cent of the value of exports from 
the fourteen producing countries, and for 
the most important individual countries 
the percentage ranged from 44 to 99. 

This trade in tonnage and value usually 
ranks among the first three in total United 
States imports. In our own domestic econ- 
omy the use of coffee is responsible for the 
use of some seventy million dollars worth 
of sugar annually, and makes quite impor- 
tant a contribution to our dairy industry. 

Coffee, however, has an importance be- 


yond its position as a principal item of ex- 
port and import between Latin America 
and the United States. The highly organ- 
ized industry necessary for the handling 
of the crop furnishes the contact and or- 
ganizational background from which many 
other lines of imports are handled. In 
other words it is the large and steady trade 
in coffee that maintains the banking, trans- 
portation and other commercial facilities on 
which all Pan American trade must de- 
pend for life and for growth. 

The day may come when countries of 
Central and South America are great pro- 
ducers of steel and rubber and cotton 
goods. They may develop profitable home 
industries. Some of them may become great 
industrial states. But today, the majority of 
them are interested in the production and 
sale of coffee. It is in this field almost alone 
that practically immediate results can be ex- 
pected in our effort to create a solid West- 
ern Hemisphere economic bloc. 

It is literally true that if coffee couldn’t 
have been sold in the United States in in- 
creased quantities and at fair prices, every 
effort at Western Hemisphere solidarity 
would have been doomed in advance to 
costly and humiliating failure. Neither a 
two ocean navy nor a navy for all the seven 
seas can defend the Western Hemisphere 
if half of it doesn’t want to be defended. 

As practical men we must realize that 
friendship between nations may be encour- 
aged only to a very limited extent by good 
will envoys and attempted exchanges of 
cultural assets. By and large every nation 
in its relation with others is guided princi- 
pally by the slogan “Whose Bread I Eat— 
His Song I Sing.” 
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Now in 1939 the situation was this: The 
coffee producing states had for many years 
been struggling with an unmanageable sur- 
plus of production. This surplus had had 
the effect of reducing the value of their ex- 
ports from $31 5,000,000 1 in 1926 to $136, 
000,000 in 1939 in spite of increases in 
tonnage amounting to four million bags. 
The producers had been on the road to a 
solution of their problem but the struggle 
had left them with very small economic 
reserves. 

Then came the war. Automatically they 
lost about forty per cent of their export 
market. With all this tonnage reaching for 
an outlet in the one remaining market, the 
producers found that coffee was ceasing 
to have any value beyond the cost of taxes 
and transportation to the United States. It 
is No exaggeration to say that a continuation 
of this situation would have brought eco- 
nomic collapse, and consequent political 
repercussion in many of the producing 
countries. 

Probably the only people to recognize 
these facts completely were the producers, 
the coffee trade of the United States and 
certain officials of the United States State 
Department. The solution of the problem 
was found in a manner which reflects 
great credit on all agencies involved. 

First the producers agreed on an equi- 
table division of the United States market 
among themselves, and then the United 
States Government undertook the policing 
of the agreement by formal treaty entered 
into with each of the producers. 

Now such an agreement would normally 
shock amateur economists half to death; 
it was calculated to furnish a veritable pub- 
licity feast for all the countries’ profes- 
sional “consumer friends.” 

It interfered with the sacred law of 
“supply and demand.” Its operation was 
bound to result, if it was effective at all, 
in increased prices to the consumer. It was 


supported by no organization of domestic 
producers. It had only one thing to recom- 
mend it: it was the only plan available that 
offered any hope of success. Our State 
Department, for that reason, and with 
characteristic boldness not only permitted 
the program to become effective but ac- 
tively sponsored the treaty on which the 
quota system was based. Not only spon- 
sored it in the Congress of the United 
States but used what influence it reasonably 
could to bring into line the few skeptical 
or recalcitrant producers. 

The result has been spectacularly good. 
Coffee values in the intervening time have 
just about doubled; the economic situation 
of producing countries as a whole has 
changed from bad to good. When, as was 
to be expected, prices showed some signs 
of getting out of line, checks provided in 
the agreement itself automatically went 
into effect and the prices were held at 
proper and reasonable levels. The fact that 
the American consumer considers the prices 
to be reasonable is evident in the fact that 
consumption during this period increased 
rather than decreased. The original quota 
provided for 15,900,000 bags of 132 lbs. 
each. This has been increased to 17,400,000 
bags for the current quota year and there 
is every indication that the whole amount 
will be imported. 

We are a young nation, and we tend 
to ascribe to the older nations of Europe 
a quality of excellence they do not possess. 
We often see our own State Department in 
hopeless comparison with opposite mem- 
bers of certain foreign powers; thus blithely 
ignoring the fact that it is our foreign 
service that usually comes out ahead. 

Upon our entry into the war the people 
of the United States were pleasantly sur- 
prised at the speed with which most Latin- 
American countries identified themselves 
with our cause, not as has been pointed out, 
after we were sure to win, but immediately 
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and in the face of an initial setback of 
serious proportions suffered by our armed 
forces. 

There are many reasons for this, no 
doubt, but it is not without significance 
that these messages of solidarity probably 
caused the least surprise at the desk of 
one Paul C. Daniels whose understanding 
and skillful negotiation had been primarily 
responsible for the creation and successful 
operation of the coffee quota system. 

It is no exaggeration to say that the 
skill of this one man, supported as it was 
by Under-Secretary Sumner Welles, and 
the Secretary of the State accomplished 
more in this one project than all the 
efforts of the most talented economic 
realists of Berlin. 

I should say a word here about the part 
played in this picture by the organized 
coffee trade of the United States. It furn- 
ished, I believe, an example of proper and 
intelligent co-operation between industry 
and government. If it had been guided 
by the short sighted selfishness so often 
ascribed to industrial organizations, it 
would have opposed, and in all probability, 
successfully, the inauguration of any agree- 
ment designed to increase its costs. 

The coffee trade, however, not only 
raised no protest, but actively assisted the 
government in the preparation of the plan. 
It did this because it knew that in the long 
run no single branch of an industry can 
prosper at the direct expense of another; 
that profits to be derived from the distress 
of the seller can furnish no solid basis for 
a permanently healthy and prosperous in- 
dustry. In taking this attitude the im- 


porters played their part as intelligent 
traders and as patriotic citizens in making 
possible a trade agreement exceeding by 
far in importance any of those peculiar 
“treaties of trade and friendship” so popu- 
lar recently throughout the world. 

The agreement put into the hands of 


producing countries the kind of dollars 
on which real friendship is based. Straight 
political loans could never have accom- 
plished the same purpose. This type of 
direct assistance, as many countries have 
found out of recent years, is the kind of 
loan that “oft loses both itself and friend.” 
In essence, the people of the United States 
simply agreed to pay a fair price for coffee; 
agreed not to take advantage of a world 
situation to exploit its neighbors’ needs. 

An incidental, but important result of 
the coffee quota treaty has been the crea- 
tion of an Inter-American Coffee Board 
with headquarters at Washington. This 
board, under the Chairmanship of Paul C. 
Daniels, includes representatives from all 
producing states and should play a vital 
part in the trade readjustment which will 
be necessary after the war is over. In its 
successful operation, I believe lies the 
greatest hope for a permanent increase in 
Pan American trade. 

The people of the United States, to 
our great sorrow, ignored the injunction 
“In times of peace prepare for war.” It is 
not too late, however, to remember that 
in war we should prepare for peace. 

In any peace, the coffee trade can fur- 
nish the essential backing for permanently 
improved trade with Latin America. This 
should not be forgotten for one moment. 
Coffee consumption in the United States 
is increasing; given transportation and 
other necessary facilities, the end of the war 
can find the United States itself taking 
nearly as much coffee as formerly the 
world consumed. The United States then 
has it in its power to offer a continued pro- 
tected market of such proportions as to 
create an effective lodestone for the increase 
of all commerce between the Americas after 
the war. It is an opportunity not to be 
slighted. These facilities must be provided 
no matter what strain events may place on 
us as a government and a people. 











TRANSPORTATION IN LATIN AMERICA 


JOSEPH A. MEDERNACH 
Moore-McCormack Lines 


EYOND WHAT most of us have learned 
B in school, very little is generally 
known about our neighbors to the south. 
During the past twenty years many 
changes have taken place in those countries, 
and yet we continue to think of them in the 
passing terms of coffee from Brazil, hides 
from Argentina, tin from Bolivia and lead 
from Mexico. Without a doubt, coffee, 
hides, tin and lead imports are some of the 
outstanding products of our National De- 
fense program, but there are many more 
items being developed which also require 
our attention. 

Favorable export balances are piling up 
throughout South America. We must not 
lose sight of this because the balances are 
providing currency for the importation of 
United States machinery and other manu- 
factured goods. We can go still further by 
saying that most of the machinery they 
buy from us helps to develop new products, 
which in turn find their way to this market. 

Industrial South America today might 
be compared with the United States one 
hundred years ago. They are expanding 
their industries, and they will continue to 
expand if we are able to supply their needs. 
The expansion which was gradual during 
the past forty years has been accelerated in 
some instances by the present war. Before 
the outbreak of the war Germany and 
England were extremely important com- 
petitors in South America. In fact, though 
the United States held first place in supply- 
ing Latin America as a whole since 1913, 
we were supplying less than one-third of 
their total imports. Statistics show that in 
1940—20% or 1/5 of our total exports 
went to those nations. 

European trade with South America to- 
day is at an absolute stand-still. They are, 
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therefore, depending on us to supply every- 
thing that they do not produce. This means 
that we shall be asked to supply agricul- 
tural machinery, tractors, automobiles, iron 
and steel in all shapes and forms, drugs, 
chemicals and hospital supplies. The more 
important products include railway equip- 
ment, road building equipment, mining 
machinery, electric generators and plants, 
oil well machinery, typewriters, textile 
machinery as well as good motion pictures. 
South America, with its predominantly 
agricultural products, is also rich in natural 
resources. In order to exploit these re- 
sources they need machinery. In many 
cases the sources of ores and minerals are 
found in the interior where even a mule 
pack is a luxurious form of transportation. 
As a result, railroads must be built to carry 
the goods to the sea ports. This is particu- 
larly true in Brazil which is rich in metallic 
ores such as chrome, nickel, beryllium, 
manganese and tungsten. It goes without 
saying that these are highly important 
products for our national defense program. 
The conclusion to be drawn is that the 
mining of ores and minerals in Brazil 
depends, to a great extent, upon our means 
of supplying the required machinery. The 
machinery, in turn, depends on electricity, 
so we are called on to supply hydro-electric 
plants and generators. Finally, rolling 
stock, locomotives and cars are required 
which were formerly bought from Europe. 
During 1939 Germany shipped approxi- 
mately 1,200 tons of steam locomotives to 
Brazil alone. Depending on the size, you 
might say there were twelve to fifteen 
locomotives. Today she cannot ship any. 
Aside from the development of new en- 
terprises South America must maintain its 
present industries. You all know that we 
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are importing tremendous quantities of 
wool from Argentina and Uruguay. How 
many stop to think that raw wool is shipped 
in bales which are bound by steel bands? 
This steel was formerly supplied by Bel- 
gium, England and Germany. Today we 
must see that the wool exporting nations 
are kept supplied with the steel for the 
bands, otherwise our imports of wool will 
be curtailed considerably. The same is 
true about tinplate. We are dependent to 
a great extent upon Argentina, Uruguay 
and Brazil for canned corned beef. Most 
of the tinplate for this industry was for- 
merly supplied by England. Today we 
must regulate our own consumption in 
order that sufficient quantities can be 
shipped to South America and thus guar- 
antee an uninterrupted supply of canned 
meats for our armed forces as well as our 
domestic market. 

There is hardly an industry in South 
America today that is not dependent upon 
us in one way or another. On the one hand 
they need certain essentials to keep their 
industries rolling while on the other hand 
our intensified war effort makes it more 
vital to increase our imports of all essen- 
tials available. South America is a reservoir 
of natural products which we lack in many 
instances. Let me cite a few examples. 

The United States has always depended 
upon India for jute fiber and bagging. We 
might not find the same type of jute in 
South America, but we certainly know that 
they have many fibers which in some cases 
are superior to jute. For instance Brazil 
has a wide variety of fibers, one of which 
is known as caroa, This particular fiber 
grows wild and is really stronger than jute 
or flax. Coffee bags are already being made 
from this relatively new fiber. The only 
possible reason why it is not generally 
known here in the United States is because 
there is a shortage of machinery for clean- 


ing and preparing the fiber. Without a 





doubt there is a tremendous shortage of 
fibers in the United States, therefore, 
everything should be done to develop this 
particular industry in South America. 

The Argentine produces about two mil- 
lion tons of linseed annually, 80% of which 
is exportable. Since the United States im- 
ports half-a-million tons each year there is 
a tremendous surplus in the Argentine 
awaiting an outlet. 

Prior to the present world conflict we 
imported most of our vegetable oils from 
the far east. These oils are particularly 
important for our national defense in 
marine engines and as lubricants. Rape 
seed oil is particularly valuable as a lubri- 
cant. During the past twelve months the 
Argentine has replaced China as our main 
source for this product. A similar story 
might be told about cottonseed oil and 
babassu oil from Brazil. The fact is, the ba- 
bassu nut has endless uses. The kernel 
yields an oil which has a high food value. 
When the oil is processed it is used in the 
preparation of medicines. The shell itself is 
useful in that its B.T.U. value is a little 
more that 50% of good coal. The charcoal 
obtained from the shell contains a very 
high percentage of activated carbon. Simi- 
lar break-downs on other vegetable matter 
will reveal potential markets in this field 
alone. 

As a result of the climatic conditions, 
the good pastures for cattle and the tire- 
less efforts of the farmers, the dairy in- 
dustry of the Argentine is today the great- 
est of all industries in that country. They 
are producing cheese which compares 
favorably with anything the United States 
imported from Europe. We formerly im- 
ported about six million dollars worth of 
cheese from Italy alone. The war stopped 
this business, but now the Argentine is 
rapidly becoming our leading supplier of 
not only cheese, but also butter, eggs and 
casein. 
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We have been importing large quanti- 
ties of canned sardines from Spain and 
Portugal. This source is dropping off 
rapidly because both of those countries 
are unable to obtain tinplate. Brazil, it 
appears, will capture this canned sardine 
market within another six months to a 
year. 

Notwithstanding coffee, one of the lead- 
ing crops in Brazil is the manioc root. This 
root is the base for manioca flour and 
starch. It’s an excellent substitute for 
tapioca and promises to have an excellent 
future. Brazilian forests are rich in timber 
which has never reached our shores. Cer- 
tain varieties are available which are rot- 
proof, immune from insects and water 
resistant. The tonka bean is another prod- 
uct of the forests. This bean is widely used 
by the baking industry as a substitute for 
vanilla. In fact, Brazil is rapidly develop- 
ing an essential oil trade which was one of 
the leading industries in the Mediterranean 
countries. 

These are only a few of the many prod- 
ucts of South America and yet one can 
readily see that the wealth of the world 
is in this hemisphere and within our reach. 

The development of trade between the 
United States and the east coast of South 
America, both North and Southbound, has 
been vastly encouraged by the assignment 
in the last three years of the most modern 
ships that have ever served the trade. The 
speed of these new ships, which makes 
possible the quicker delivery of cargoes 
and the modern loading and stowage 
facilities which they employ, has made 
possible the ready handling of even the 
most complicated kind of freight. 

One factor which is quite often over- 
looked in the development of trade among 
nations, personal contact between shippers 
and consignees, has been greatly aided, 
particularly by the three big passenger 
ships Brazil, Uruguay and Argentina, 








which were assigned to the east coast trade 
in the Fall of 1938. Every time one of 
these ships sails north or south she carries 
a contingent of businessmen on their way 
to seek out new contacts or renew old ones. 

For many years this service was lacking 
in modern passenger ships, and with this 
lack of encouragement to executives to 
travel and take their families with them, 
there was little opportunity for the devel- 
opment of personal relationships which we 
know mean so much in the development of 
commercial good will. Now with ships of 
33,000 tons, all modern facilities including 
air-conditioned dining rooms, outdoor 
tiled swimming pools and complete cruise 
facilities, business trips which once were 
tedious are now a pleasure and correspond- 
ence which was once impersonal and there- 
fore unsatisfactory, is on an entirely differ- 
ent plane. We know of several Chambers 
of Commerce in North America which sent 
delegations to South America to investigate 
markets for the products of their particular 
sections. We know also of many instances 
of business men who once dreaded the trip 
to South America and who now look for- 
ward to it as a pleasure. 

All of this is good business from the 
standpoint of the travelers as well as of 
the steamship lines. I know that this audi- 
ence is aware of the emphasis placed upon 
comfort by rail and air lines in their pro- 
motional work for commercial travelers, 
but I wonder if comfort at sea has been 
appreciated as a factor in developing in- 
ternational trade. Certainly insofar as the 
east coast of South America is concerned, 
this has become a very valuable and very 
important factor. For many years the pas- 
senger trafic of South Americans to 
Europe was tremendous, yet relatively 
small to the United States. We now realize 
the reason was that we had not assigned 
first-class passenger ships; we had done 
nothing to encourage travel here, and in 
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comparison with the fine liners linking the 
east coast of South America with the Medi- 
terranean and Northern Europe, we were 
far behind. We had a defeatist attitude in 
that observers supposedly capable of an- 
alyzing such situations warned that pas- 
senger ships making the long trip never 
could be successful. So our South American 
businessmen and their families went to 
Europe for their pleasure and incidentally, 
but to a very important degree, for their 
business. 

That situation is ended. I have no doubt 
that the United States will never again 
be found without ships equal to the best 


that any other nation may supply from 
both a passenger and cargo standpoint in 
the South American trade. 

In conclusion, let me say that the pres- 
ent tempo of South American industrializa- 
tion cannot be called a makeshift economy. 
It cannot be called a “war baby” nor a 
“fly-by-night” development. Our southern 
neighbors are making progress and they 
will continue to make progress. When this 
war is over most of those countries will be 
cushioned in wealth and on a sound and 
progressive basis to do business. We shall 
find a unified group and the possible “bread 
basket” of this world. 





TYPES OF DIFFERENTIAL PRICING 


CORWIN D. EDWARDS 
United States Department of Justice 


Epitor’s Note: The five papers and the discus- 
sion which follow were presented at the joint session 
of the American Marketing Association and the 
American Statistical Association on “Differential 
Pricing and The General Welfare.” Edwin G. 
Nourse, Brookings Institution, was chairman of the 
meeting. 


YSTEMATIC efforts to classify and ap- 

praise the phenomena of price differ- 
ence are overdue. In the tidy classical eco- 
nomic world in which many of us were 
trained, prices were supposed to vary 
systematically with marginal cost, and price 
relationships which did not so vary were 
temporary or objectionable. Prices which 
by the test of cost were unduly similar or 
unduly different were described as discrimi- 
natory. Today the emphasis upon imperfect 
markets and overhead costs has established 
the idea that prices do not necessarily vary 
with costs, and the welfare economists have 
discredited the idea that the relation of 
costs to prices is a sufficient basis for eco- 
nomic appraisals, Thus the economic con- 
cept of price discrimination has been cut 
adrift from its anchor both in description 
and in appraisal. 

There are other concepts of price dis- 
crimination than those of economic theory. 
The Robinson-Patman Act, for example, 
is based upon such a concept. This act 
is concerned with the creation of a handi- 
cap for certain competitors in the market 
as compared with other competitors in the 
same market, rather than with the func- 
tion of the price structure in directing 
choices and allocating resources throughout 
the economic community. It recognizes dis- 
crimination only in difference of prices, not 
in similarity of price under different condi- 
tions; and even price differences are ques- 
tioned only if they injure a competitor. 
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Differential prices to non-competing cus- 
tomers are not discriminatory under this 
law unless they create injury to a compet- 
ing vendor. Moreover, discrimination may 
include price differences based upon cost; 
for, though a cost justification is ordinarily 
a sufficient defense, the Federal Trade 
Commission is given the right to establish 
limits to price concessions which are based 
upon savings due to the quantity bought. 
Obviously this concept, however appro- 
priate it may be to problems of unfair 
competition, is not adequate as a guide 
to the entire range of problems raised by 
price differentials. 

So long as the idea of price discrimina- 
tion was based upon the idea of a normal 
relation between prices and costs, undue 
difference and undue similarity in price 
could be analyzed with equal ease. In the 
absence of this easy standard, one can still 
describe the kinds of price difference and 
their origin; but to distinguish discrimina- 
tory price similarities from other similari- 
ties and identities is more difficult. In deal- 
ing with differentials description may pre- 
cede appraisal, whereas in dealing with 
similarities in price, appraisal is required 
to delimit the scope of inquiry. Hence 
differentials, not similarities, constitute the 
materials for this paper. 

Price differentials may be found in any 
part of the elaborate structure of discounts 
and terms which is implied in every price 
quotation, as well as in the price itself. 
Indeed, differentials seldom appear in the 
dollars and cents figure which is printed 
in the market news or the catalogue or on 
the price tag. They appear most generally 
in quotations of cash, functional, quantity, 
and volume discounts, i in price concessions 
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at certain times of the week, month, or 
year, in extra charges for various services, 
in formulas as to the payment of freight, 
in methods of classifying customers, and in 
formulas for establishing the relative prices 
for similar goods in a line of products. Dif- 
ferentials pervade the price structure. The 
special conditions of motive and oppor- 
tunity which produce a given industry’s 
price differentials vary so greatly from one 
industry to another that men sophisticated 
in business are often bewildered by the 
terms of sale of an unfamiliar industry. 

Until good case studies of the price pat- 
terns of particular industries are more 
numerous, few generalizations can be made 
about the nature of price differentials in 
the economy at large, and these generaliza- 
tions cannot be very profound. Neither can 
principles of classification be employed ex- 
cept with substantial doubt that they ade- 
quately express the variety of the phenom- 
ena and that they offer the most useful 
grouping for purposes of analysis. This 
paper is a mere preliminary classification 
of price differentials according to the fault- 
lines in the market which are used for 
separating the high-price and low-price 
transactions, and according to the more 
obvious purposes which such differentials 
appear to serve. It makes an effort to 
summarize the relation of these various 
devices and purposes to variations in cost, 
in order to indicate the subsidiary role 
which cost of production has played in the 
development of price differentials, Since 
Mr. Copeland’s paper is to discuss the 
issues of social policy raised by price dif- 
ferentials, I shall not deal with these ques- 
tions. 

All price differentials are alike in two 
respects. First, there is some similarity in 
the nature of the product, the conditions 
of its supply, or its destination and use 
which creates an expectation that the price 
will be more nearly uniform than it ac- 


tually is. Second, conditions in the market 
permit a rough division of buyers or sellers 
into non-competing groups. When the dis- 
crimination is between different customers 
of the same seller, most of those who are 
asked to pay the high price are unable to 
buy in the low-price market instead. When 
the differential is between the levels of 
price received by sellers from two or more 
classes of buyers, there may be a market 
barrier which prevents commodities offered 
for sale in the low-price market from being 
transferred to the high-price market. The 
avoidance of any substantial leakage be- 
tween parts of the market in which differ- 
ent prices prevail is an indispensable tech- 
nical requirement for any system of price 
differentials. Price differentials may be clas- 
sified according to the nature of the obstacle 
which prevents those who pay the high- 
price or obtain the low price from buying 
in the low-price market or selling in the 
high-price market. Classification of differ- 
entials may also be based upon the purpose 
served by differentials. Each of these prin- 
ciples of classification is useful for some 
purposes, and I shall employ each briefly 
today. 

The most obvious basis for differentiat- 
ing prices is variation in the nature of the 
product. In a sense, the price relationships 
of different commodities throughout an 
economy constitute a scheme of price dif- 
ferentials. However, differences in price be- 
tween commodities which are recognized 
as dissimilar in origin and use are not 
customarily included in any discussion of 
price discrimination or price differentials. 
The problem arises only when there is 
sufficient similarity in conditions of produc- 
tion, sale, or use to evoke an imputation of 
normal price relationships. 

Nevertheless, one scheme of differentials 
appears among different commodities 
which enter into a product line. By a line 
of products business men mvan products of 
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a similar character as to composition and 
methods of manufacture which may differ 
from each other in brand, size, shape, de- 
gree of processing, minor physical charac- 
teristics, packaging, and the like. Thus all 
filing cases produced by a single concern 
may be a line, in spite of the facts that 
some are large and some small, some run 
on ball bearings and have locks whereas 
others do not, and the drawers are differ- 
ently arranged in different models. There 
is an obvious question of judgment in de- 
termining where a line leaves off. For 
example, wooden and steel filing cases 
might be classed together because of the 
similarities of construction and use or 
classed separately because of the different 
materials which they contain and the dif- 
ferent problems of manufacture which they 
entail. 

When there is a common core of in- 
dustrial process in the making of different 
products, a naive attention to productive 
methods might suggest that these products 
should be closely related in price, the price 
differences roughly expressing the differ- 
ences in cost of materials or of processing. 
But it is obvious that demand may be 
concentrated upon a few sizes, shapes, or 
compositions, and that the sale of other 
products in the line may be relatively 
difficult. If the proportion of these other 
products can not be controlled, the pro- 
ducer may be expected to take what he can 
get, even though it involves greater sales 
effort for a smaller return. If, as is usually 
the case, the proportion of other products 
can be partially controlled by slight altera- 
tions in expenditure, the range of prices 
which the producer will accept is likely to 
be so wide as to make the actual level of 
the prices of these other products unim- 
portant as an influence upon their supply. 
When there are only a few such additional 
products they are usually described as by- 
products; and the cost calculations of the 


producer are often readjusted in accord- 
ance with his market opportunities, so that 
the lower prices appear to be justified by a 
showing of lower costs. When there is a 
considerable number of such products, 
however, the output will usually be de- 
scribed as a product line; and allocation of 
costs within the line will be disregarded, 
as an activity better suited to increased 
managerial headaches than to improved 
managerial plans. 

If the proportion of various products in 
a line can be fully controlled, the producer 
may be expected to adjust the relative 
prices of these products in accordance with 
any ascertainable differences in costs of 
producing and selling them. However, 
there is often no practicable way of break- 
ing down cost statements in sufficient detail 
to obtain the relative costs of different 
products in a line. Moreover, there may be 
excellent reasons for continuing to sell 
goods which are carried for the convenience 
of the customer, even though the accounts 
show no profit upon these goods. The 
strategy of the market must control rather 
than the strategy of costs. 

Indeed, some product lines are mere re- 
flections of the strategy of the market, since 
the commodities in the line differ in brand 
name or in packaging rather than in char- 
acter or performance. Sometimes the 
physical characteristics of the commodity 
or the brands or packages provide a con- 
venient way of distinguishing between buy- 
ers who will pay more and buyers who will 
pay less. This is particularly true when 
more highly decorated or more lavishly 
finished or packaged products appear in a 
line, and in consequence it is a general char- 
acteristic of product lines that at the luxury 
end of the line the charge for the additional 
elements of prestige, quality, or appearance 
is several times the additional cost of pro- 
viding them. In peace times a chromium 
surface can be added to an electric iron at 
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relatively little expense, but the absence of 
this surface is a convenient way of separat- 
ing the buyers who will pay only $3 at 
retail from those who will pay $7 at retail. 

Distribution is the most conspicuous field 
in which stocks of commodities different in 
brand, appearance, composition, and cost 
are handled together because they come 
from the same sources or are destined for 
the same buyers. There are similarities in 
the operations performed by a retail grocer 
in disposing of various products, but there 
are likewise marked differences. Fresh 
fruits and vegetables involve spoilage; 
fresh meats involve special service by a 
meat cutter; dairy products require store 
refrigeration; canned goods involve none 
of these things. Some sizes, brands and 
products turn over rapidly; others, slowly. 
Yet no grocer can afford a cost-accounting 
system, even if he could devise one, to tell 
him item by item the cost of handling his 
merchandise. 

The practice of the trade is to think in 
terms of a uniform mark-up throughout 
the store or at least a uniform mark-up for 
each department, and then to modify this 
mark-up upon particular items by some 
rule-of-thumb appraisal of demand and by 
observation of competitors’ price policies. 
Distributors will often take for granted the 
good sense of continuing to sell at the usual 
mark-up slow moving items and items 
which require expensive service. The rib- 
bon counter of a department store often 
loses money, but that fact is seldom con- 
sidered good reason for ceasing to sell rib- 
bons or raising their prices. 

Among manufacturers, too, it is taken 
for granted that a great many obvious dif- 
ferences in commodities which must in- 
volve differences in cost shall have no in- 
fluence toward creating differences in sale 
prices. Garments are sold in different sizes, 
and the large sizes, of course, require more 
material; nevertheless, it is practically un- 


heard of in the garment industries to vary 
the price with the size. 

Where cost differences are usually ig- 
nored, the concern which establishes differ- 
entials based upon cost is likely to be ac- 
cused of discrimination. Even though rates 
of turn-over and other conditions affecting 
the cost of distribution obviously differ for 
the different commodities carried by a re- 
tailer, retail sale of particular commodities 
at less than the usual mark-up is talked of 
as loss leader selling regardless of whether 
it reflects such cost variations; and retailers 
regard loss leaders as an evil similar to, if 
not identical with, price discrimination. 

Price variations within a line of products 
are often supplemented by differences 
which depend upon the services delivered 
with the goods. Discriminations may be 
made between sales for cash and for credit, 
sales with and without delivery service, or 
sales including installation and mainte- 
nance and sales in which the vendor carries 
no subsequent responsibility. Of these, the 
most common discriminations are those be- 
tween cash and credit transactions. A fre- 
quent cash discount is 2%, granted when 
the seller receives his money twenty days 
earlier than it is otherwise due. Regarded 
as an interest rate, 36% or more per year 
is very high. Regarded as an incentive to 
pay bills promptly and as a convenient 
means to identify bad credit risks, this con- 
cession in price is widely considered worth- 
while. 

Much greater price variations may be 
incorporated in or based upon cash dis- 
counts. In some of the garment trades in 
which payment in full is required after 
thirty days, the discount for cash runs as 
high as 8%. In the fertilizer industry, in 
which operations are highly seasonal, the 
quoted price applies for payments on a 
designated settlement date, with substan- 
tial discounts for earlier payment, and a 
substantial interest charge for later pay- 
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ment. Moreover, some fertilizer companies 
in the potato regions of North Carolina 
advance money to potato growers under 
contracts which require the growers to ob- 
tain their fertilizer from their creditors, 
and subsequently charge the growers for 
this fertilizer 10% to 40% more than the 
going market price. 

In the more extreme cases the higher 
price to the credit buyer merely reflects 
his weak bargaining position. In the gar- 
ment trades, however, the large cash dis- 
count appears to be designed to make cash 
transactions typical and thus reduce the 
credit problems of an industry in which 
many concerns are fly-by-nights. 

Another basis for the establishment of 
price differentials is the nature of the 
customer. The most obvious forms of dis- 
tinction among customers are the functional 
discounts extended to customer classes by 
most industries. Discounts to wholesalers 
and retailers are almost as general as the 
use of wholesale and retail channels of 
distribution. Concerns which dispose of 
their goods partly in bulk to manufacturers 
and partly in smaller quantities through 
distributors frequently offer a manufac- 
turers’ discount. Members of an industry 
frequently give special discounts upon in- 
tercompany sales which are made from 
time to time when some concern has a 
temporary demand for more than it can 
supply. In many cases the broad classifica- 
tions of customers as manufacturers, whole- 
salers, and retailers are supplemented by 
subclassification; the candy trade, for ex- 
ample, recognizes jobbers and service job- 
bers. Many grocery manufacturers recog- 
nize corporate chains as a separate class 
from other retailers or wholesalers. Simi- 
larly, there are frequent distinctions be- 
tween consuming groups, such as the spe- 
cial prices sometimes quoted to the federal 
government, to state governments, to uni- 
versities, and to other large consumers. 


Such price differences are often ac- 
counted for as being due to systematic 
differences in the way in which particular 
customers buy. It is said, for example, that 
wholesalers buy in larger quantities than 
retailers and retailers in larger quantities 
than ultimate consumers; that manufac- 
turers take bulk deliveries greater than 
those to a wholesaler; that chain stores 
create no credit problems like those of 
other distributors. But however persuasive 
such explanations may be at first glance, 
they seldom survive close examination. 
Wherever the discount depends upon the 
nature of the customer, it is available to 
that customer whether or not his purchase 
conforms to the characteristics ascribed to 
it. Thus a druggist gets a retail discount 
upon orders of one-twelfth dozen lots, such 
as were all too frequent during the de- 
pression. The ultimate consumer of drugs 
pays a higher price even if he buys more 
than one unit at a time. The university 
discount may be extended to individual 
professors introduced by the college pur- 
chasing agent. Though the chain store dis- 
count may be defended on the theory that 
it is granted for volume purchase, in prac- 
tice the managers of single units of the 
chain may be permitted to place their own 
orders and take delivery direct to their 
stores. Before the Robinson-Patman Act 
altered business practice, a concern doing 
a combination wholesale-retail business 
commonly obtained the wholesale discount 
not only upon goods upon which it per- 
formed the wholesale function but upon 
its supplies for retail sale as well. 

The extreme example of the discount 
by type of customer appears in certain 
branches of the electrical manufacturing 
industry, in which it is customary to quote 
different prices applicable to individual 
large customers specified by name. 

Another basis for price differences is the 
character of the transaction. If the func- 
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tional discounts just described were ac- 
tually explicable by the justifications given 
for them, many of them would take the 
form of transaction discounts instead. The 
typical transaction discount is a discount 
for quantity sold. It sometimes appears in 
practice as the sole basis for distinguishing 
among customers and sometimes as a sub- 
classification within a system of customer 
discounts. Thus a concern may offer cer- 
tain discounts for carload sales, available 
to all comers, or may offer one set of car- 
load discounts to wholesalers and a dif- 
ferent set to manufacturers. 

The explanation usually given for quan- 
tity discounts is that they express differ- 
ences in cost. Obviously this cannot be true 
where the size of the discount for a given 
quantity depends upon the character of 
the customer buying it. Moreover, ex- 
perience under the Robinson-Patman Act 
has shown that the explanation was gener- 
ally untrue of quantity discounts prevail- 
ing when that act went into effect. In 
general the discounts rose sharply with 
increasing quantities, so that there were 
relatively meager allowances at the lower 
end of the quantity scale and relatively 
large ones at the upper end. Cost studies 
typically indicated that at the lower end 
of the quantity scale an increased purchase 
brought substantial economies, whereas at 
the upper end of the quantity scale the dif- 
ference in cost was negligible. Thus the 
discount structure reversed the cost struc- 
ture. It appeared to be a convenient means 
of making concessions to large buyers who 
were able to demand them, without re- 
ducing prices to customers with less bar- 
gaining power. 

The so-called volume discount differs 
from quantity discounts. It is a discount 
allowed for the total quantity bought 
during a given period of time, regardless 
of the size of individual purchases within 
that period. Claims are made that cost 


differences support volume discounts. 
However, though volume may result in 
minor economies in bookkeeping and col- 
lection costs, most of these claims are based 
upon efforts to attribute to large customers 
a greater share of the total economies of 
quantity production than is attributed to an 
equal volume sold to small customers; and 
such allocations amount to little more than 
a way of recognizing the strategic bargain- 
ing power of the large customer and of 
inducing him to concentrate his later pur- 
chases where he made his earlier pur- 
chases. 

The relation of volume discounts to bar- 
gaining power appears clearly in cases 
such as fertilizer, where the discount has 
been allowed not merely upon purchases 
from the seller who makes the allowance 
but upon the total volume of purchases by 
the buyer from all competing sellers. At 
first glance it is difficult to see why the 
discount allowed by Jones should increase 
because the customer buys more from 
Smith. The riddle is solved, however, 
when one understands that, without such 
an arrangement in a volume discount 
system, a customer who had made ap- 
preciable purchases from a single source 
would have a great incentive to concentrate 
the rest of his purhases at that same source, 
and that the smaller distributors, anxious 
for a share of the sales to large buyers, find 
their best chance to make such sales in 
offering volume discounts equivalent to 
those offered by the large seller, whether 
or not they themselves have enjoyed this 
volume of sales. 

Another incentive for customers to trade 
with their usual source of supply is the 
discount sometimes granted to exclusive 
customers or to old customers as dis- 
tinguished from new ones. Filling stations 
have long received an extra discount for 
buying all their gasoline from one source. 
There are many informal arrangements 
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by which manufacturers and wholesalers 
are unusually lenient in extending credit, 
accepting returned goods, making special 
prices to facilitate anniversary sales, and 
performing other services for long estab- 
lished customers. The grant of better 
prices or terms to permanent customers 
sometimes serves the additional purpose of 
discriminating against a transient group 
which is able to pay more or is served with 
less profit. A filling station in a Connecti- 
cut village sells gasoline for 1¢ less to resi- 
dents than to summer visitors on the theory 
that the visitors have higher incomes and 
that the repair business of the residents is 
worth bidding for. 

In some industries price differences have 
been established according to the use to 
which the product is to be put. The price 
the farmer receives from a dairy for milk 
depends upon whether that milk is 
eventually to be drunk as a fluid or to be 
used as raw material for the manufacture 
of butter, ice cream, or cheese. These price 
differentials, though originally established 
by private action, have been sanctioned by 
subsequent laws and administrative rules. 

Price differentials based upon location 
are general throughout industry. In their 
simplest form these differentials express 
the difference in transportation charges in- 
volved in reaching different markets. How- 
ever, unless the producers of an industry 
are concentrated at a single point, it is 
practically impossible for them to preserve 
a price structure which directly reflects 
transportation expenses. In selling in mar- 
kets which freightwise are nearer to com- 
peting producers, they find it desirable to 
meet the prices of these producers. In in- 
vading distant markets they often find it 
advantageous to regard the product offered 
there as a by-product upon which they are 
willing to take a lower mill net, and there- 
fore they may dump in the distant market 
at even less than the customary price of 


rivals located there. 

From desire to avoid retaliatory dump- 
ing and desire to match the prices of those 
nearest each market, there have arisen, 
often by agreement, systematic price struc- 
tures which establish geographic price re- 
lationships by formula. Of these the single 
and multiple basing-point systems have 
received most attention because of their 
intricacy, the bizarre effects which they pro- 
duce in particular markets, and the impor- 
tance of the issues to which they have given 
rise in major American industries such as 
steel and cement. Logically, however, the 
geographical formulas for price differen- 
tiation by locality include not only single 
and multiple basing-point systems but like- 
wise f.o.b. mill price structures, systems of 
freight equalization, systematic freight al- 
lowances, zone price systems of all kinds, 
and national uniform delivered prices. Of 
these, only the formula for pricing f.o.b. 
mill may be regarded as establishing rela- 
tive prices which reflect relative delivery 
costs. 

The time of sale is sometimes a basis for 
price differences. Grocery stores advertise 
week-end specials; department stores hold 
end-of-season sales. Some commodities are 
cheaper after Christmas, others after 
Easter. A hardware store in a small city 
offers men’s collars at low prices one week 
in each year. Manufacturers in various 
industries have been known to raid the 
market by reducing a price suddenly, book- 
ing important orders at the low price, and 
immediately restoring the higher price. 

Various motives underlie such planned 
variations of prices through time. Some- 
times the vendor is correcting his own mis- 
takes in selection and size of stock; some- 
times he is offering unusually attractive 
prices when he expects particularly im- 
portant purchases to be made or is taking 
advantage of conditions which temporarily 
increase the eagerness of buyers; some- 
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times he is stimulating sales in a slack 
period, sharpshooting for the customers of 
rivals, or undertaking a promotional stunt 
which gets attention by its novelty. In 
practice such price variations range from 
those which are clearly planned to those 
which are scarcely distinguishable from ad- 
justments to changes in market conditions. 

It is obvious that differences in costs do 
not account for these various price differ- 
ences. Price variations based upon use of 
the product cannot express cost, and ex- 
perience shows that there is often little 
relation to cost in the differentials based 
upon nature of the product, function of 
the buyer, size of transaction, volume 
bought, permanence, location, and time. 
The common element in these differentials 
appears to be a fault-line in the market, 
some obstacle which prevents those on one 
side of the line from taking advantage of 
a price which may be established on the 
other side of the line. The different price 
structures appear to be determined pri- 
marily by the character of these obstacles, 
in an endeavor to make a concession or 
provide an incentive in such a way that 
the lower price will become available only 


to those who are in a position to exact it. 


or from whom it is likely to induce the de- 
sired response. 

In other words, the controlling factors 
are those which determine what the traffic 
will bear; for there must be a minimum 
of leakage across the price boundaries. An 
understanding of the origin and character 
of price differentials, therefore, requires 
an understanding of the imperfections of 
markets far more than it does an under- 
standing of the structure of costs. 

Where the sole purpose is to charge all 
the traffic will bear, a system of price differ- 
entials may still be either a safeguard 
against strong buyers or a means of ex- 
ploiting weak buyers. The lowest prices 
quoted may be so low that if they became 


general they would bankrupt the concern. 
The highest prices quoted may be so high 
that if they could be obtained upon the 
whole output they would produce enor- 
mous profits. A system of differentials 
which includes such low prices is likely to 
be described as one which minimizes ex- 
cessive pressures upon the seller; and one 
which includes such high prices, as a means 
to exert excessive pressures upon the buyer. 
But we cannot argue from the differentials 
alone to either conclusion; for these very 
low and very high prices may be parts of 
the same price structure, and the over-all 
result may be a loss, a large profit, or a 
small one. Whether differentials are de- 
scribed as exploitative of the buyer in the 
high-price market or of the seller in the 
low-price market, or of both, is sometimes 
a matter of taste and always a matter which 
depends upon other factors than the size 
of the differentials themselves. 

But though charging what the traffic 
will bear is a technical characteristic of all 
price differentials, there are many in which 
it is not the controlling purpose. I have 
already mentioned differentials designed 
for such purposes as to minimize credit 
losses and to clear away excess inventories. 
In addition, three general purposes are 
frequently met. They are to determine the. 
channels of distribution, to enlarge the 
seller’s market, and to obtain a more satis- 
factory adjustment of productive processes. 

Functional and quantity discounts 
usually serve the purpose of selecting the 
particular channels through which goods 
shall be distributed. Whether the whole- 
sale discount is large or small will de- 
termine whether goods move to the retailer 
through wholesale channels or direct from 
the manufacturer. If the manufacturer 


grants functional but not quantity dis- 
counts, wholesale or retail distributors may 
serve the large as well as the small users, 
but if he grants substantial quantity dis- 
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counts the large users will buy direct. If a 
brokerage allowance is granted only to 
brokers, food brokers will tend to take over 
the distribution of food products which 
would be bought without the intervention 
of a broker if the large buyer who found 
his own sources of supply were allowed the 
equivalent of the broker’s fee. Wherever 
the manufacturer sells at more than one 
level of distribution, the relative size of his 
discounts will determine whether direct 
sale tends to replace indirect sale, or vice 
versa, and whether consumers are clearly 
divided into groups which respectively 
purchase from distributors and buy direct. 
Wherever varying discounts are quoted to 
competing distributors, those receiving the 
larger discount are likely to push the prod- 
uct, while their rivals may cease to stock 
it. Thus the structure of discounts is a 
major influence to determine the number 
and nature of the steps in the distribution 
process, Usually this structure is chosen as 
a part of a deliberate plan to establish and 
maintain a specific method of distribution. 

The efforts to extend the market may be 
grouped together as promotional differen- 
tials. One type of promotional price is ex- 
tended to encourage new uses for the prod- 
uct by the establishment of unusually low 
prices in these uses. If the new use involves 
slightly different characteristics in the 
product, the low price may be offered only 
upon a part of the output which has these 
characteristics. If the customers in the new 
market are located in a particular area, or 
buy in unusually large or small quantities, 
or occupy a different stage of the distribu- 
tive process, or can be segregated in any 
other way, the differential may be adapted 
to these peculiarities. Hence extension of 
the uses of the product may be the purpose 
of almost any of the forms of discount al- 
ready described. 

Sometimes the effort to extend the mar- 
ket is focused upon new areas or new 


income classes rather than new uses. A 
simplified model or a plainer package may 
be developed for sale to low income 
groups. A low price may be quoted on 
foreign sales, or special prices may be of- 
fered in a distant part of the country. Con- 
cessions intended to appeal to low incomes 
usually are based either upon appearance 
of the product or upon the distributive 
channel through which it moves, whereas 
concessions designed to make sales in new 
locations usually involve freight absorp- 
tions. 

In these types of promotional pricing 
the reduced price is seldom permanent 
unless the new market is among the very 
poor. When customers have been won, the 
incentive to attract their attention by low 
prices no longer exists, and the price is 
raised when opportunity offers. In recog- 
nition of this fact, competitors are usually 
less alarmed by price reductions which 
they regard as promotional than by other 
price reductions; for, though some sales 
may be lost, the effort to retain most of 
their customers by meeting the new low 
price is likely to exert only temporary 
pressure upon their profit margins. 

In some cases, however, a promotional 
price concession is intended to offer special 
incentives to the customers of selected 
rivals and thus to take over a large part of 
the business of particular concerns. Some- 
times such price concessions involve local 
price cutting by a concern which has a 
large market in order to drive out small 
competitors who are wholly dependent 
upon the locality. Sometimes, as recently 
in the baking industry in various towns 
near Philadelphia, the large concern offers 
special low prices to a selected list of cus- 
tomers who deal with its rival, but does 
not make these prices available to the rest 
of the community. The form of price re- 
duction is selected in an effort to blanket 
the rival’s market as completely as possible 
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with a minimum sacrifice in reduced prices 
to the seller’s old customers. 

Price differentials are used in various 
ways to help solve problems of production. 
When commodities are jointly produced, 
the producer sets prices designed to estab- 
lish a ratio in their sales which reflects 
the ratio in their production. When there 
is idle capacity, the producer often under- 
takes some form of promotional pricing 
intended to put this capacity to use. If he 
desires to extend the market permanently 
in order to use idle capacity, he may 
inaugurate promotional discounts like those 
already discussed, thereby obtaining busi- 
ness from other concerns, so that the idle- 
ness is transferred to other producers, or 
developing additional sales which permit 
a net increase in use of the means of pro- 
duction. But when the full capacity to pro- 
duce is already used periodically or inter- 
mittently, the price structure may become 
a tool to change the timing of sales rather 
than merely to increase sales. 

Discounts to change timing are clearly 
apparent in making electrical rates. The 
use of electrical current fluctuates by times 
of day and seasons of the year, but other- 
wise all types of customers and uses are 
indistinguishable in a central station power 
load. Since electrical current cannot be 
stored, irregular sale means irregular pro- 
duction. To smooth out the fluctuations of 
production, rate classifications are often de- 
signed to encourage the off-peak uses of 
electricity and to impose greater charges 
upon uses which contribute to the peaks. 
Various utility companies make _pro- 
motional rates for the use of particular 
appliances which tend to improve the dis- 
tribution of the load in residential districts. 
For example, the Connecticut Light and 
Power Company cultivates a larger rural 
load by a rate structure in which the fixed 
charge is as heavy as possible and the 
power rate as low as possible, and also 





cultivates an even distribution of the load 
during the day by offering special reduc- 
tions to homes equipped with both electric 
stoves and electric hot water heaters, the 
latter of which usually needs current soon 
after the former is shut off. Industrial rates 
for electricity were made very low origi- 
nally in an effort to provide daytime uses 
for the capacity needed during the night- 
time lighting peak. Later, in areas where 
the industrial load grew heavy enough to 
establish a new daytime peak, the rate dif- 
ferences persisted, largely because the in- 
dustrial customer is in a much better bar- 
gaining position. 

Similarly, railroads in large cities have 
introduced commuting rates designed to 
create off-peak use of terminal facilities 
and tracks and have been watched the 
growth of commuting traffic to the point 
where a new peak load required enlarge- 
ment of the facilities. 

In spite of these practical difficulties in 
avoiding over-compensation of a fluctuating 
demand, the promotional rate upon off- 
peak business is a commonplace of the 
utility concept and has its manifestations 
in private business. Producers of cast-iron 
soil pipe have sought to reduce seasonal 
fluctuation in sales by lower prices in the 
off seasons. Competing cast-iron soil pipe 
manufacturers, like competitors in various 
other industries i in which production may 
be made more regular by diverting trade 
from rivals, have alleged that the result 
was an unjust discrimination. 

Many types of price differentials have 
received public encouragement or been es- 
tablished by public action. In the develop- 
ment of public policy in the utility field, 
programs to use prices for more regular 
production have been sanctioned and some- 
times initiated by public agencies. The rate 
structures designed to regularize the sales 
of electrical current or to develop com- 
muting traffic on railroads are approved by 
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various public bodies. Public bodies have 
likewise supported base-surplus plans for 
the pricing of milk, the intent of which is 
to compensate farmers at a higher rate 
for the portion of their milk which they 
produce regularly throughout the year 
than for their additional output in the 
seasons of maximum milk production. 

Public authority has also supported price 
differences designed to strengthen the bar- 
gaining position of certain producers. The 
clearest example is the public support 
which has been given to the clasification of 
milk prices by use. To meet the relatively 
regular demand for fluid milk during the 
seasons of low milk production, dairy 
farmers must keep so many cows that at 
other times of the year they have larger 
supplies of milk than they can sell for 
fluid use. If the surplus were allowed to 
make the price of the whole supply, farm 
revenue from milk sales would fall di- 
sastrously in such seasons. Moreover, those 
buyers best equipped to buy surplus milk 
are for the most part manufacturers with 
considerable bargaining power—evapora- 
tors, ice cream makers, cheese makers, and 
butter makers. In dealing with them the 
farmer has been at a greater disadvantage 
than in selling milk for fluid consumption. 
Farm strategy developed and govern- 
ments accepted two theories of pricing. 
One, the base-surplus plan, sought to penal- 
ize irregular production and thereby re- 
duce the surplus. The other, the plan of 
classification by use, involved the theory 
that the farmer should be paid different 
prices for his milk according to whether 
it was to go into fluid or non-fluid uses. By 
this device the income of the dairy farmer 
has become considerably higher than it 
otherwise would have been, the consumer 
of fluid milk has paid more for this product 
than would otherwise have been required, 
and the surplus milk available for non- 
fluid uses probably has increased. 


The field of social policy likewise 
abounds in price differentials promoted by 
public authority in order to induce low in- 
come groups to use more of a product than 
they can or will buy at commercial rates. 
In the nutrition field, penny milk for 
school children and the stamp plan for 
distribution of agricultural surpluses are 
obvious illustrations. Subsidized low-cost 
housing provides another _ illustration. 
Partially subsidized medical care provides 
a third. Such clear cases of price differences 
based upon social considerations shade off 
into the public service which governments 
offer at a nominal price or free because 
market incentives are not considered ade- 
quate to meet the social need. Of these 
public education is the obvious prototype. 

There is no clear distinction between the 
way in which price differentials are used 
by private enterprises and the way in which 
they are publicly used. In each case charac- 
teristics of the market establish dividing 
lines between those who-pay high and low 
prices. In each case the people who pay the 
high price are those who are more able 
to pay or those who are more willing either 
because their need is greater or because 
their alternatives are less attractive. In each 
case a differential may be used for purposes 
of regularizing production, extending the 
market, or making the goods available to 
persons who would otherwise do without, 
but it may likewise be used to enhance the 
income of the vendor by raising the prices 
paid by many of the purchasers. In public 
utilities and other business activities under 
direct public control, price differentials can 
be developed for their social usefulness 
with a minimum risk that they will become 
the basis for unjust discrimination, efforts 
to eliminate competitors, or other ob- 
jectionable characteristics. Differentials 


privately established are subject to checks 
only through government action designed 
to end specific abuses. 
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However, the effective application of 
public policy toward differentials, whether 
by establishing good ones or by attacking 
bad ones, must depend upon adequate cri- 
teria to distinguish the good from the bad. 
Today the standards used in public policy 
are neither complete nor wholly consistent. 
Their greatest weakness, however, lies in 
the assumptions that private price differen- 
tials typically are and typically should be 
based upon variations in cost and that 
differentials publicly maintained can be 
sharply distinguished from private differ- 
entials in their purpose and effect. The 
view here expressed is that differential 
pricing is a pervasive economic phenome- 


non, influenced by cost to a minor degree, 
but primarily developed in an effort to 
take advantage of the imperfections of the 
market for a considerable variety of pur- 
poses. The purposes which appear in dif- 
ferentials publicly maintained are not 
sharply distinguishable from those ap- 
parent in private differentials. However, 
since private differentials are more numer- 
ous and varied, our greatest lack in ac- 
cumulating the experience which is needed 
for a better formulation of public policy 
is a broader knowledge of what private 
groups are attempting and accomplishing 
in the use of such private differentials as 
are not merely predatory. 











DIFFERENTIAL PRICING OF PUBLIC 
UTILITY SERVICES 


BURTON N. BEHLING 
Board of Investigation and Research 


HE REMARKS in this brief statement 
{poten chiefly to the electric light and 
power industry. It does not seem advisable 
to use the brief time available to attempt 
a technical discussion of specific types of 
rates. The emphasis, therefore, will be 
upon some broad and fundamental princi- 
ples of pricing rather than on forms of 
rates. 

It may be well to mention at the outset 
that one of the difficulties in dealing with 
this problem is that it is not always easy 
to determine when differential pricing in 
the discriminatory sense is being practiced. 
Especially because distribution costs are an 
important element in the cost of electric 
and other utility services, some consider- 
able decrease in the unit charge as con- 
sumption increases is consistent with cost 
behavior. Many instances of differential 
pricing are accounted for by imperfec*ions 
of the market, however, even though costs 
may be subtly rationalized in support of 
differential prices. 

A weighing of the pros and cons of dif- 
ferential pricing requires consideration of 
the desirable objectives of a pricing policy. 
It will suffice for present purposes to say 
that these objectives include the aim to 
maximize total use, or better stated, total 
satisfactions, with an avoidance of waste. 
The latter requirement relates to excess 
capacity and economies of scale in their ef- 
fect upon cost per unit. It involves also the 
avoidance of markets which may more 
economically be served by other means 
than the one under consideration. Another 
requisite of economical pricing policy is 
that a high order of wants ought not to 
give way to those lower on the scale; and 
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in this connection it may be noted that 
effective demand in the market is not neces- 
sarily a true indication of relative impor- 
tance. 

The electric power industry affords an 
interesting case history of differential 
pricing by private interests inadequately 
controlled. This industry, as have many 
others, began with rather high levels of 
costs and rates. It is now a well-worn ob- 
servation that the controversy about elec- 
tric rates has centered largely on the ques- 
tion whether increased consumption and 
lower costs should precede rate reductions 
or whether rate reductions should stimulate 
greater use and decreasing costs. Various 
compromise devices were used in an at- 
tempt to break this rate paradox, among 
which may be mentioned block rates, ob- 
jective rates, and sliding scale arrange- 
ments, 

More important than these and other 
specific rate forms is the fact that the power 
industry committed itself strongly to a 
selective development of the potential 
market for its services. The adoption of 
this policy was encouraged by the nature 
of the market itself as well as by the 
institutional and legal framework in 
which the industry developed. Where 
competition was strong rate inducements 
were offered, while rates were maintained 
at a comparatively high level in the more 
monopolistic sectors of the market. No par- 
ticular criticism needs to be directed on 
economic grounds to the low rates that 
were offered but rather to the high rates 
that were not reduced by competitive pres- 
sure or other means. For some considerable 
time there was little effective opposition to 
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this policy of adjusting charges to the 
mixed monopolistic and competitive charac- 
teristics of the market. It was thought that 
the problem of regulating the industry 
could be met by limiting aggregate return 
or profit to a fair amount. That this latter 
effort was not an outstanding success is 
now widely recognized. Along with the 
practice of applying differential pricing by 
classes of customers there developed great 
disparities in rates between different lo- 
calities and regions, frequently those 
served by the same company or system. 
For these disparities a number of factors 
were responsible, including the varying ef- 
fectiveness of regulatory controls. When 
the financial organization of the industry 
had become adjusted to a very profitable 
system of discriminatory pricing, strong 
resistance to any fundamental change was 
inevitable. 

The domestic class of customers bore 
most of the undesirable results of the 
aforementioned policy. Along with the 
fact that this part of the market was 
strongly monopolistic went the belief that 
high rates were justified by high costs. The 
latter attitude seems to have been even 
more typical of the gas than of the electric 
industry. Moreover, the opinions of those 
responsible for domestic rate policies were 
divided between those regarding the possi- 
bilities of market development rather nar- 
rowly and those holding the view that the 
potential market, although large, would 
develop gradually without substantial rate 
reductions. In large measure this latter 
view had foundation in as much as the 
charges for utility service absorb a rela- 
tively small part of the average family 
budget and since continuing improvements 
in and cheapening of appliances tended to 
make utility service more attractive, even 
without rate reductions. Hence, there was 
in the electric industry almost a perfect 
situation for a discriminating profit-seeking 


monopoly. Nearly every circumstance fa- 
vored the industry except the temptation 
to overreach and thus to arouse a storm of 
public hostility. 

Despite the abuses noted, an uncon- 
ditional rejection of the principle of dif- 
ferential pricing does not issue from an 
examination of its use in the electric and 
other public service industries. As an ex- 
perimental device and as a means for pro- 
moting rapid growth of an industry and 
its market, there is a case for a differential 
system of pricing. Strict adherence to cost 
apportionments and to uniform pricing, 
except where cost differences are determi- 
nate, may give worse results than a dif- 
ferential policy. 

But a retrospective view of the record 
of the electric light and power industry 
does not support the conclusion that the 
application of differential pricing was in 
accord with the public interest. Whatever 
may be said for a system of differential 
pricing in principle, it seems clear that 
its use should not be intrusted to private 
interests pursuing their own ends. The 
evidence is strongly against the conclusion 
that the benefits will be passed on to those 
who pay the highest prices in the scale; 
and it has not been indicated that Govern- 
mental regulation will protect adequately 
those served under monopolistic conditions. 
Incidentally there is no particular reason 
to have much confidence either in the wise 
application of the selective device of dif- 
ferential pricing by public agencies. The 
foregoing comments reduce to the propo- 
sition that, while the door should not be 
closed to differential pricing, it is a treach- 
erous device that had better be used 
sparingly and then only when a rather 
clear case for its contribution to the pub- 
lic welfare can be established. 

One of the dangers of differential 
pricing is that the manner of its application 
rests heavily on judgments as to its re- 
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sults, and these judgments are likely to be 
made on the basis of immediate considera- 
tions. The power industry’s failure to 
recognize the longer run potentialities of 
the domestic market has already been men- 
tioned. Another illustration is the use of 
low off-peak rates which sometimes have 
resulted in the development of sharp 
peaks. If differential pricing policies could 
be sufficiently flexible, no especial difficulty 
might result from such errors of judgment. 
But it is not always easy to change price 
and market structures once they have 
jelled. 


The danger that too narrow and short- 


sighted a view will be taken in the appli- 
cation of differential pricing can be shown 
in another way. It is relatively easy to 
demonstrate certain advantages of a differ- 
ential pricing system with reference to 
supply and demand conditions of a given 
industry or enterprise. However, if the 
practice of differential pricing is extended 
over many industries which compete to a 
greater or lesser extent with one another, 
the result is a considerable overlapping 
and swapping of market spheres. While the 
range of competition is extended, this may 
be accompanied by substantial waste in 
the utilization of economic resources. 














SOME EXAMPLES OF DIFFERENTIAL 
PRICING OF MILK 


E. E. VIAL 
United States Department of Agriculture 


HE EXAMPLES of differential pricing 
Tes milk considered in this discussion 
are those cases where the same grade and 
quality of milk is sold at different prices 
in the same market at the same time. 
Those cases where two quarts of milk are 
sold for less than twice the price of a 
single quart, and so on, are not considered 
differential pricing but rather examples of 
a quantity discount. Where milk is sold on 
retail routes at one price and at a lower 
price at stores is not considered as differen- 
tial pricing because of the difference in the 
service involved in the two types of trans- 
actions. 

In most of the large fluid milk markets 
there are cooperative associations of pro- 
ducers whose main function is to bargain 
with milk distributors in regard to the 
price of milk and the terms of sale. These 
producer organizations in bargaining with 
handlers have developed several price 
plans which include differential pricing. 

The classification price plan, sometimes 
called the multiple price plan, or use plan, 
is a method of selling milk to distributors 
at a schedule of prices for different classes 
of milk. Each class of milk is based on the 
way in which the milk is utilized by the 
distributor. Thus there may be one price 
for milk sold by the dealer for fluid use, 
Class I, and another price for milk sepa- 
rated for the sale of cream, Class II, and 
another price for milk utilized in the pro- 
duction of cheese, evaporated milk, butter, 
and so on, Class III. 

The price of Class I milk might be $2.50 
per hundredweight, Class II milk $2.00 
per hundredweight, and Class III milk 


$1.75 per hundredweight. Thus, if a dealer 
purchased 1,000 pounds of milk and sold 
600 pounds for fluid use, separated 200 
pounds for sale as cream, an utilized 200 
pounds in the manufacture of butter, he 
would pay a total of $22.50 for the 1,000 
pounds of milk, or an average price of 
$2.25. The amount the dealer would have 
to pay for the milk would be calculated by 
multiplying the volume of milk in each 
class by the class price and totaling. 

The classification plan is used in many 
fluid milk markets and is utilized in all 
markets that are under Federal regulation. 
The definitions of the classes of milk and 
the number of classes of milk vary con- 
siderably from one market to another. The 
essential feature of the plan is that dealers 
pay a series of prices for various classes 
of milk. The classes are based on the way 
in which the milk is utilized by the dealer. 

A second type of differential pricing 
found in fluid milk markets is in the plans 
developed for paying producers different 
prices for various proportions of the milk 
they sell. The basic surplus plan is a two- 
price plan for paying producers, although 
it is also used as a method of selling milk 
to distributors. 

In most fluid milk markets there is a 
wide seasonal variation in production and 
relatively little variation in consumption. 
Thus, even though there may be a close 
adjustment between production and market 
needs for inspected milk during the season 
of low production, there is an excess or so- 
called “surplus” of milk during other 
seasons of the year. 

Some producers have a relatively even 
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production during the year, while others 
show a very wide variation. Those that 
have the more even production produce 
milk more in line with market require- 
ments than the others. A method com- 
monly used to rate each dairyman’s pro- 
duction on the basis of fluid needs is to 
use deliveries through certain months as 
basic amounts. The last three months of 
the year have often been used, these being 
the months when production and fluid re- 
quirements were in the closest adjustment. 
Thus, if a producer delivered an average 
of 200 pounds of milk per day in these 
three months, that would be his base 
amount. In each month during the year 
he would receive one price for this base 
milk and another price for milk delivered 
in excess of the base amount. Thus, if the 
price for base milk was $2.50 and for 
surplus $1.50, and a producer with a 200- 
pound base delivered an average of 300 
pounds per day in April, he would be paid 
at the rate of $2.50 per hundredweight for 
two-thirds of his milk and $1.50 per 
hundredweight for the other third, or at 
the average rate of $2.17 per hundred- 
weight. Another producer that delivered 
the same amount of milk but had a base 
of only 100 pounds would be paid at the 
rate of $2.50 for one-third of his milk and 
at the rate of $1.50 for the remainder, or 
an average price of $1.83 per hundred- 
weight. 

With the base-surplus plan each pro- 
ducer is paid a higher price for that part 
of his milk going into fluid uses than for 
that part going into other uses. The two- 
price plan for paying producers has been 
used in order to encourage even produc- 
tion throughout the year. Even production 
more nearly meets market requirements 
than a highly seasonal production. In dis- 
cussing the classified price plan it was men- 
tioned that the plan was a method of 
selling milk to distributors at a schedule 


of prices, depending on how the milk was 
utilized by the distributor. 

In recent years the classified price plan 
has been expanded in certain cities to in- 
clude a special class of milk often called 
“relief milk.” This milk was priced to 
dealers at a price below the regular Class I 
milk, the milk used for fluid use, but 
generally above the price of milk used for 
manufacturing purposes. This class in- 
cluded the milk sold to people on relief. 
Here is a case of differential pricing de- 
veloped to aid a particular group of con- 
sumers to obtain milk at less than the 
regular retail price. The classified price 
plan was developed to sell milk to dis- 
tributors at various prices according to the 
way the distributor utilized the milk. In 
this case, however, the price varied ac- 
cording to the type of consumer purchasing 
the product. 

Another type of differential pricing was 
that found by Blanford in studying the 
sales of milk in retail food stores in New 
York City. Records were obtained on the 
volume of sales of dairy products and 
the selling price for about 4,500 retail 
food stores. In June, 1938, the average 
price of Grade B milk in glass bottles for 
all the stores surveyed was 8.5 cents per 
quart. In the low-income areas the price 
averaged 8.2 cents, and in the high-income 
areas 9.4 cents per quart. In the high- 
income areas the price averaged 15% 
higher than in the low-income areas. The 
price of cream was also lower in the low- 
income areas than in the high-income areas. 
Here was a case where competition in the 
industry had resulted in what might be 
called differential pricing. The prices for 
the same grade of product and with the 
same method of sale varied with the in- 
come level of the consumers in the area. 

One other type of differential pricing 
might be mentioned which has developed 
with the Government buying of dairy 
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products under the lend-lease program. In 
order to supply the British with the 
amounts of cheese and evaporated milk 
which they requested and also have about 
as large a volume of production for do- 
mestic use as in recent years, it meant that 
the production of cheese and evaporated 
milk had to be increased by about one- 
third. In order to obtain these increases it 
meant that in those areas where facilities 
were available, milk would have to be di- 
verted from the production of butter to 
the production of cheese and evaporated 
milk. 

Ordinarily the price of cheese on the 
Wisconsin Cheese Exchange is about one- 
half the price of butter. In October of this 
year the price of 92-score butter at Chicago 
was 35.2 cents per pound. With this price 
of butter, cheese would be expected to be 
about 17.6 cents. The actual price was 
23.25 cents. 

The price of evaporated milk was about 


in line with the cheese price. In October 
the production of American cheese was 
30% higher than a year earlier, and the 
production of evaporated milk was 56% 
higher. Production of creamery butter was 
about the same as in October, 1940. The 
disparity between the prices had resulted 
in a marked shift in production. In this 
case differential pricing was used to en- 
courage certain shifts in production. 
Thus, in the field of dairy products 
there are examples of differential pricing 
in paying producers for their milk. Various 
rating plans for prorating to producers the 
receipts from the sale of milk to dealers 
are examples. Then the classified price 
plan for selling milk to distributors in- 
cludes differential pricing. There are also 
examples of differential pricing of fluid 
milk to consumers in the low cost or relief 
milk programs and in the variation in store 
prices of milk according to income groups. 











AGRICULTURAL SURPLUS PROGRAMS 


A. C. HOFFMAN 
Office of Price Administration 


HE CONCEPT of discriminative pricing 

has a generally bad tradition. In the 
minds of most economists it is associated 
with monopolistic practices such as “charg- 
ing what the traffic will bear,” unequal 
treatment of buyers, and extortion from 
consumers for the benefit of producing 
groups. But the kind of discriminative 
pricing I am about to describe—namely, 
that exemplified by the surplus disposal 
programs of the Department of Agricul- 
ture—does not merit such condemnation. 
In fact, I will go further and say that 
in my opinion these programs represent 
one of the most constructive steps ever 
taken by any Federal Department. 

Most of you are undoubtedly familiar 
with the general characteristics of these 
programs. They include the Food Stamp 
Plan, the School-Lunch Program for pro- 
viding free lunches to children of needy 
parents, “penny-milk” for school children, 
and free distribution of surplus agricultural 
products to relief people. At the present 
time, 3% million persons are participating 
in the Food Stamp Plan, nearly 5 million 
school children are receiving the free 
lunches, and a total of 3.8 million needy 
people are obtaining commodities under 
the Direct Distribution Program. 

These programs are made _ possible 
through a subsidy of funds provided by the 
Federal Government. They are not, in a 
strict sense, two-price plans; nor do they 
involve discriminative pricing in the or- 
dinary meaning of that term. But their 
general effect is the same in that they 
result in a distribution of the available 
supply among consumers different from 
what would take place under a simple one- 
price system. 
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The thing which distinguishes these pro- 
grams from most examples of discrimina- 
tive pricing is that the discrimination is in 
favor of that segment of the population 
which needs it most. Instead of basing the 
discrimination on how much can be ex- 
torted from a particular buyer or class of 
purchasers in order to increase the total 
revenue, these programs in effect reduce 
food costs to needy persons by enabling 
them to obtain a larger part of the total 
supply than they would otherwise be able 
to obtain. That, I submit, is a desirable 
social objective, obtained by a justifiable 
violation of the tenets of laissez-faire and 
the one-price system. 

I believe also that these programs are 
altogether consistent with the increasing 
of agricultural income. Total consumer ex- 
penditures for food are obviously increased 
as a result of the Federal subsidy which 
goes into these programs. But in addition 
to that, there is probably a further incre- 
ment to farm income resulting from the 
fact that the demand for food on the part 
of high-income consumers (who get pro- 
portionately less food under these pro- 
grams) is more inelastic than that of low- 
income people (who get relatively more).’ 

I shan’t attempt to verify this generali- 
zation by demonstrations with demand 
curves and supply-price relationships be- 
cause, unfortunately, there are none which 
are altogether trustworthy for this pur- 
pose. 

Ordinary demand curves and relation- 

* For a more extended discussion of this, as well as 
of other economic principles involved in the surplus 
disposal programs, cf. Gold, Hoffman, and Waugh, 
“Economic Analysis of the Food Stamp Plan,” a 


Special Report of the United States Department of 
Agriculture, especially pp. 15-26. 
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ships based on average market prices and 
total supplies moving into consumption 
throw no light on this problem. Paren- 
thetically, I should like to use this oppor- 
tunity to urge that statisticians and analysts 
working in the general field of demand 
give more attention to the study of demand 
elasticity by income groups. 

With the nation at war, with increased 
quantities of foodstuffs required for ship- 
ment to our allies, and with labor moving 
toward full employment in war enter- 
prises, there is danger that these surplus 
disposal programs will be curtailed on the 
grounds that temporarily we no longer 
have food surpluses and that relief rolls 
are shrinking. Regarded simply as farm 
relief measures, there is of course less 
justification for them than there was two 
years ago. 

But these programs represent something 
far broader than farm relief. They repre- 
sent in principle the most rational attack 
this Government has yet made on the 
ridiculous co-existence of surplus and 
hunger. They are only a beginning. But, 
as such, some historian, poking around in 
the ghastly record of our generation for 
some sign of human progress and enlight- 
enment, may look upon them as a kind of 
landmark. Here at last is recognition that 
every man, woman, and child in this 
country shall be well-nourished; this ob- 
jective to be achieved by Government 
intervention with the traditional economic 
processes whereby all buy at the same 
market price in accordance with individual 
purse limitations. 

There are, of course, those who will 
argue against action of this kind on the 
grounds that it is a departure from those 
principles which are supposed to maximize 
economic well-being in that best of all 
worlds described by Adam Smith. Such a 
world would be one in which all the 
factors of production were organized for 





maximum output, each man had a job 
and was rewarded in accordance with his 
contribution to society, and was free to buy 
the products of other men in accordance 
with his choice and the limits of his purse. 
Such a world didn’t exist when the Wealth 
of Nations was written, and it doesn’t exist 
today. 

We have had in this country the highest 
average standard of living achieved any- 
where in the world. Yet we have never 
had, except for short periods, anything ap- 
proaching an economy of full employment, 
to say nothing of one in which every man 
and his family had all the material ele- 
ments for satisfactory living. I am not 
optimistic enough to think that such a 
world is just around the corner, or that 
we shall see it clearly before us as soon 
as the clouds of war are lifted. 

One day, we hope soon, this war will be 
over. Then, as economists, the heat will 
be on us to help chart the way to a full- 
functioning peace-time economy. I’m sure 
we won’t find the answers by referring to 
our old college texts. Neither, I’m afraid, 
will we find the whole solution simply by 
repeating the various programs and experi- 
ments heretofore used in trying to bring 
the nation out of depression, courageous 
and successful as some of these efforts were. 

These, to my mind, are the most sig- 
nificant features of our experience in coping 
with an imperfectly functioning economic 
system over the last 10 years: (1) Recog- 
nition that it is a public obligation, rather 
than a matter for private charity, to care 
for those vast numbers who are unem- 
ployed through no fault of their own; 
(2) the expenditure of public funds to 
supplement private capital in giving em- 
ployment to labor, and other production 
resources; and (3) a redistribution of 
foodstuffs and other essentials for living, 
in accordance with need rather than with 
purchasing power, along the lines indicated 
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by the agricultural surplus disposal pro- 
grams. 

We are gravely concerned today, and 
rightly so, over forces loose in the world 
which imperil civil and political rights and 
all those things which go to make up the 
democratic way of life as we understand 
it. But I think we must look even further. 
Before a man can enjoy life, liberty, and 
the pursuit of happiness as laid down in 


the Bill of Rights, he must eat. Until all 
men all over the world are provided with 
those material things needed for decent 
living, I’m afraid we shan’t have a com- 
pletely firm foundation on which to build 
the structure for enduring peace and hu- 
man freedom. That is why I think these 
agricultural surplus-disposal programs for 
getting food to those who need it most 
have such tremendous significance. 

















A SOCIAL APPRAISAL OF DIFFERENTIAL PRICING 


MORRIS A. COPELAND 
War Production Board 


HE REMARKS that follow will be ad- 

dressed to the questions: When is it 
sound public policy to have two different 
prices for the same or similar goods or 
services? When is a price differential be- 
tween the sales of the same goods or 
services, or between the sales of two simi- 
lar goods or services, contrary to public 
policy? The expression “similar goods or 
services” in these questions is intended to 
apply to cases in which each product or 
service may be thought of as consisting of 
an identical component, A, plus a differen- 
tiated component, B, and in which the cost 
of the differentiated component, B, is much 
less than the cost of component A. We 
shal] inquire what economic theory can 
contribute by way of answer to these 
questions. 

The subject of price differentials is a 
broad one and it is proposed to limit the 
problem before us by several somewhat 
arbitrary exclusions. 

Price differentials may arise as between 
two organized markets in each of which 
there is effective competition both among 
buyers and among sellers. Price differen- 
tials may also represent seller policy in 
cases where the seller’s situation may fairly 
be described as one of monopolistic com- 
petition. Again, price differentials may 
represent buyer policy where the buyer’s 
position is one of monopsonistic compe- 
tition. We shall confine our attention 
largely to the second of these three situ- 
ations, viz. to price differentials which 
represent seller policy. 

The subject before us may be still fur- 
ther limited by excluding from any but 
incidental consideration seller price differ- 
entials of certain types. It is proposed to 
exclude, first, cases where the price differ- 


ential represents a substantial difference 
geographically in the points at which de- 
livery takes place. Second, it is proposed 
to exclude price differentials as between 
transactions separated in time, i.e., time 
differentials and price changes. Third, it 
is proposed to exclude price differentials 
in cases where the particular sale is tied 
in some way to other transactions between 
the buyer and seller as, for example, in 
the case of an exclusive dealer arrange- 
ment. Fourth, it is proposed to exclude 
price differentials as between different 
sellers. 

Even with these limitations the prob- 
lem remains a broad one. In order to indi- 
cate its scope, we may list certain of the 
bases of price differentials, thus, 

(1) Terms cash, as against various 
credit terms 
Undelivered, or delivered within a 
specified limited area 
Brand or label differences 
Minor differences in physical speci- 
fications 
Differences in the container or dif- 
ferences in the obligation to return 
it 
Differences in the quantity sold, 
also for indefinite quantity con- 
tracts, differences in the period cov- 
ered 
) Differences between customers 
(8) Differences in arrangements for 
incidental services such as free in- 
stallation, free repairs, or return 
guarantee to a consumer, or free 
demonstrations and other free sales 
effort to a distributor 
Differences in the point of sale or 
in the method of receipt of the 
order 


(2) 


(3) 
(4) 


(5) 


(6) 


_-_/ 
~I 


(9) 
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For convenience we shall refer to price 
differentials which rest on one of these nine 
bases or on some combination of two or 
more of these bases as enumerated price 
differentials. We shall confine our discus- 
sion largely but not entirely to enumerated 
differentials. These differentials will be 
considered without prejudice because of 
their legal status. 

The mere enumeration of the aspects of 
the subject before us makes it clear that it 
is an extremely broad one. So broad a 
question may fairly be given a broad 
answer, viz., that enumerated price dif- 
ferentials are socially desirable if and when 
they lead on the whole to socially desirable 
results, and that they are socially un- 
desirable if and when they lead to socially 
undesirable results. This answer is of 
greater consequence than appears at first 
blush. It clearly implies that neither 
blanket prices nor price differentials have 
any claim to virtue in and of themselves. 
There has been some disposition to regard 
a price differential as a form of discrimi- 
nation contrary to the public interest, un- 
less it is clearly based upon a substantial 
difference in the nature of the good or 
service or some special extenuating circum- 
stance. The present contention is that a 
price differential or the absence of such a 
differential is to be judged without prej- 
udice solely in terms of its social results. 

It will be convenient in considering the 
theory of enumerated price differentials to 
have in mind a number of special cases. In 
some of these cases price differentials have 
been commonly held to be in the public 
interest. In others, price differentials have 
been commonly held to be contrary to the 
public interest. Nine main cases are offered 
for consideration. 

Case I—The price in transaction “A” is 
lower than the price in transaction “B”. 
Transaction “A” is in competion with some 
actual or potential transaction “C” in which 


a different seller is involved. Transaction 
“A” would be impossible at a higher price. 
Transaction “B” is not directly in compe- 
tition with transaction “C”. Under these 
circumstances it has frequently been al- 
leged that a lower price for transaction 
“A” is in the public interest because it 
promotes competition by permitting our 
seller to enter a market or to remain in a 
market. We may note that there may be 
need to take into account other aspects of 
the situation in determining whether such 
a price differential is in the public interest. 
Competition is not necessarily an end in 
itself. In any event the case for such a 
differential would be doubtful if it could 
be established that the price proposed for 
transaction “A” would be less than the cost 
directly attributable to the transaction. This 
case will be referred to as “The Case 
where competition is Promoted.” 

The need for further qualification will 
be clearer if we consider another case, Case 
II. Let us suppose that the circumstances 
are similar to those in Case I but more 
complicated. Transaction “A” of seller 
No. I is in competition with transaction 
“C” of seller No. 2. Transaction “B” of 
seller No. 1 is in competition with tran- 
saction “D” seller No. 2. Seller No. 1 
makes a price concession on transaction 
“A” because of the competition with tran- 
saction “C”. Seller No. 2 is induced 
thereby to make a concession on transaction 
“D” to meet competition with transaction 
“B”. Cut-throat competition ensues. It is 
frequently thought that this type of price 
cutting is contrary to the public interest. 
It may not be if it has the effect of reducing 
prices from a level which is too high be- 
cause of a monopolistic situation. This case 
will be referred to as “The Case of cut- 
throat competition.” 

Case I]]—Let us assume again a situ- 
ation similar to Case I but more compli- 
cated. Transaction “A” of seller No. 1 
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illustrates a class of transactions which are 
in competition with transactions of class 
“C” of seller No. 2. Transactions of class 
“B” of seller No. 1 are not. The effect of 
a low price on transactions of Class “A” 
is to drive seller No. 2 out of business; 
and when the competitive reason for the 
price differential is eliminated, the differen- 
tial ceases. It is generally considered that 
such a differential is contrary to the public 
interest. This Case will be referred to as 
“The Case of Competition to Establish a 
Monopoly.” 

Case 1V—Transaction “A” represents a 
class of transactions with business buyers 
who have come to depend upon this 
general type of good or service. A ma- 
terially higher price would inflict upon 
these buyers a substantial loss of invest- 
ment. Transaction “B” represents a class 
of transactions in the same or a similar 
good or service with buyers whose invest- 
ments are not so situated. It has frequently 
been held that under such circumstances 
the continuation of a differential in favor 
of class “A” buyers, for a time at least, is 
in the public interest. This case will be re- 
ferred to as “The Case of a Differential 
to Protect Vested Interests.” 

Case V—Transaction “A” represents a 
class of transactions with potential buyers. 
It is hoped that the charging of a special 
low price to these buyers for a limited 
period of time will encourage them to use 
a good or service that they had not pre- 
viously been accustomed to use, and this 
promote the fuller use of available re- 
sources. Transaction “B” represents a class 
of transactions with buyers already ac- 
customed to the use of the good or service. 
It has frequently been held that this type 
of differential is in the public interest. 
This case will be referred to as “The Pro- 
motion of Use Case.” 

Case VI—Transaction “A” represents a 
class of transactions with buyers able to pay 


only a limited price. Transaction “B” 
represents a class of transactions with buy- 
ers who are able to pay more. The price 
proposed for transaction “A” is established 
to be sufficient to cover the costs directly 
traceable to this class of transactions. Un- 
der these circumstances it has frequently 
been held that a price differential of the 
sort assumed will encourage fuller use of 
resources and will be in the public interest, 
provided the price charged for “B” does 
not yield excessive profits. This case will 
be referred to as “The Fuller-Use-of- 
Resources Case.” 

Case VIJ—Transaction “A” represents 
a class of transactions with a group of buy- 
ers that are able to pay only a low price. 
It is considered that making the good or 
service involved available to these buyers 
at the price proposed will aid in main- 
taining a minimum standard of life which 
is regarded as in the public interest. In 
such a case it may be held that a differ- 
ential below other transactions is war- 
ranted, if adequate financing can be found 
for it, even though the differential does 
not mean a fuller use of resources, This 
case will be referred to as “The Minimum 
Standard of Life Case.” 

Case VII]—Transaction “B” involves 
the sale of a good or service, the use of 
which it is deemed in the public interest 
to discourage; while transaction “A” in- 
volves the sale of a good or service not 
held similarly open to objection. Under 
these circumstances it is clearly in the 
public interest to discourage the use of 
the undesirable good or service through 
the use of a higher price if, for any rea- 
son, adequate means of discouragement are 
not otherwise available. This case will be 
referred to as the “Discouragement-of-Use 
Case.” 

Case IX—The buyer in Transaction 
“B” is able to pay more than the buyer in 
Transaction “A”. A differential based on 
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what the traffic will bear enables the seller 
to derive a larger (monopoly) profit than 
would be possible with a single price. Such 
a differential has been generally held to 
be against the public interest. This case 
will be referred to as the “Charging-what- 
the-traffic-will-bear Case.” 

It is not intended to suggest that these 
nine cases in any sense exhaust the possi- 
bilities, or are even a representative sample 
of the universe of the possible cases. On 
the contrary, it is probably the usual as- 
sumption, in stating such cases as these, 
that broadly speaking we should expect 
price differentials to be based on differences 
in cost, but that in some cases special cir- 
cumstances may be such that a non-cost 
differential is in the public interest; also 
that other special circumstances may make 
a non-cost differential peculiarly obnoxious 
from the point of view of the public in- 
terest. 

In six of the nine cases a price differ- 
ential is widely held to be in the public 


interest: 


Case I—The case where competition is 
promoted 

Case IV—The case to protect vested in- 
terests (in this instance the differential is 
justified only temporarily) 

Case V—The promotion of use case (in 
this case the justification is temporary also) 

Case VI—The  fuller-use-of-resources 
case 

Case VIJ—The minimum standard of 
life case 

Case VIII—The discouragement of use 
case 


In each of these except the case to promote 
competition the seller is assumed to be a 
monopoly in a field in which there are no 
close substitutes or else the differential is 
presumed to be employed simultaneously 
by the several competing sellers. It is be- 
lieved that these six cases embrace those 


instances in which an enumerated price dif- 
ferential is most widely recognized to be 
in the public interest, independently of 
differences in cost. 

It should be noted that the nine cases 
outlined above are not sharply marked off 
one from another and are not mutually ex- 
clusive. The same concrete situation might 
quite conceivably illustrate two or more of 
the cases. Attention has been called to the 
shadowy line between the Case where 
competition is promoted and the Cut-throat 
Competition Case. The line between the 
Fuller-use-of-Resources Case and _ the 
Charging-what-the-Trafhic-will-bear Case 
is equally shadowy. In practice it is difh- 
cult to tell on which side of the line of 
public interest a particular situation falls. 

The language employed in stating these 
cases has been purposely broad. Any of the 
various bases for price differentials may be 
employed, brand differences, specification 
differences, etc. The seller in any case may 
conceivably be a railroad, a public utility, 
a manufacturer, a merchant, a farmers’ 
cooperative, a professional practitioner or 
the government. The seller could not, how- 
ever, be an employee or a farmer, since 
neither the individual employee nor the 
individual farmer handles a sufficiently 
large volume to permit him to fix enumer- 
ated price differentials. The language em- 
ployed with respect to buyers is in two 
of the cases more specific than it is in re- 
spect to sellers. In the protection-of-vested- 
interests-case it is usually assumed that the 
buyer is a business enterprise. In the mini- 
mum _ standard-of-life-case it is assumed 
that the buyer is an ultimate consumer. In 
the seven remaining cases the buyer may be 
either a business enterprise or an ultimate 
consumer. 

Without attempting to take sides on the 
issue as to whether certain other cases are 
in the public interest, it seems desirable to 
call attention to them. They illustrate 
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cases in which from the point of view of 
the individual business enterprise price dif- 
ferentials may prove advantageous. For 
a variety of reasons cut prices may be em- 
ployed for the liquidation of stocks, e.g., 
bankruptcy,’ speeding up a slow turnover, 
and style and model changes. Again, cut 
prices may represent sales effort, as in bar- 
gain sales, free samples, and loss-leaders. 
The distinction between these sales effort 
cases and the Promotion of Use Case rests 
primarily on the monopolistic position of 
the seller in the Promotion of Use Case, 
or on a concurrent effort by several sellers 
to reach a new set of buyers—i.e., the sales 
effort in the case generally regarded as in 
the public interest is essentially non- 
competitive. 

It has been noted above that many 
economists have held a presumption that 
a price differential is in the public interest 
when it represents a difference in cost and a 
presumption against a price differential 
which does not represent such a difference 
in cost. It is here contended that this po- 
sition calls for substantial qualification. It 
seems to assume that differences in cost 
are objectively ascertainable. As sometimes 
stated, it also assumes that costs as re- 
corded in the accounts of business enter- 
prises accurately reflect costs from the point 
of view of society as a whole. 

On the first of these points the most that 
can be said is that we may hope, as cost 
accounting methods develop and improve, 
to attain a fair degree of objectivity in 
measuring cost differences, so far as di- 
rectly traceable costs go. When we come 
to consider the large element of indirect 
costs, we must candidly admit that allo- 
cation of overhead is highly subjective. 
With respect to the second point, the dif- 
ference between private and social concep- 
tions of cost, we may note that a larger 


* Strictly speaking this is not an enumerated differ- 
ential. 


proportion of cost is indirect from the social 
point of view than from the point of view 
of business accounts. The lack of objec- 
tivity in cost allocation is correspondingly 
larger. There is a wide area in which the 
view that price differentials should be 
based on differences in cost affords us little 
help in determining what price differentials 
accord with the public interest. 

Even if the problem of overhead costs 
involved no difficulties, we would need 
sharply to distinguish two propositions— 
(1) that price differentials representing 
cost differences are, in specified areas de- 
sirable, and (2) that in specified areas we 
should by statute prohibit price differen- 
tials which do not correspond to cost dif- 
ferentials. Surely we may make use of cost 
concepts and may analyze cost data in ar- 
riving at general statements of social 
policy, even though it proves unwise to use 
such concepts and data for effectuating 
social policy in detail. 

By way of illustration of the difference 
between the use of cost concepts and data 
in arriving at general policy statements and 
the use of such concepts and data in effec- 
tuating policy in detail, special reference 
may be made to the Robinson-Patman Act. 

In general, if a rule is to be incorporated 
in a statute, it is desirable that there should 
be a strong probability in each individual 
case that its application will be in the public 
interest. Where the “probable error” of 
a broad rule if enacted into law would be 
high, it is generally thought better to state 
the desired objectives as general policies in 
the statute and to leave their detailed ef- 
fectuation to administrative discretion. 

The Robinson-Patman Act, although a 
broad rule, does make exceptions. Thus it 
does take account of the Case to Promote 
Competition. However, it does not take ac- 
count of some of the other cases enumer- 
ated above. Thus insofar as it has ramifi- 
cations which reach to the consumer level 
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it does not take account of the Fuller-Use- 
of-Resources Case. Nor does it attempt to 
draw a very satisfactory line between forms 
of competition which function effectively in 
the public interest such as those to be as- 
sumed in the Case which Promotes Compe- 
tition and forms of competition which do 
not, such as that in the Cut-throat Compe- 
tition Case. Even if the attempt were made 
to take account of all nine of our cases, the 
Robinson-Patman Act would still be an 
extremely broad rule in a highly compli- 
cated situation. It might be compared to 
the attempt to fit a straight line to an 
intricate time series. 

The nine cases we have considered sug- 
gest that when the effects sought to be ob- 
tained are effects upon business buyers and 
when the cause is some broad class of price 
differentials (or the absence of such dif- 
ferentials) the probable error of a statu- 
tory rule is almost certain to be high. 
These nine cases, together with the liqui- 
dation and sales effort cases give a mini- 
mum indication of the variety of possible 
social effects flowing from a given class of 
price differentials or from the absence of 
price differentials of a given type. The 
variety of social effects is particularly great 
when the buyers involved are business en- 
terprises, because there may be differential 
effects in various directions on the physical 
methods of processing and handling goods, 
on the forms of business organization, and 
on market practices and structures. The 
variety of social effects clearly increases as 
we include more differentials. Hence as 
the language of a given statutory provision 
for or against enumerated price differen- 
tials becomes broader, the more difficult it 
becomes to say whether on the whole the 
effects of the statutory provision will be 
good or bad. The Long-and-short-haul 
Clause in its 1920 form, although relative- 
ly narrow in scope by comparison with the 
Robinson-Patman Act, has proven to in- 


volve serious difficulties because of the 
high “probable error” in applying so broad 
a provision under different circumstances. 

Considerations affecting the flexibility of 
accounting definitions in the absence of a 
detailed regulation of accounts raise a fur- 
ther question regarding the Robinson-Pat- 
man Act. If one desires to frame a rule that 
can be enforced equitably and effectively in 
order to change men’s ways of doing 
things, it is essential in wording such a rule 
to use language which has a firmly estab- 
lished meaning. When conformity to a rule 
can be accomplished by modification of the 
meaning of the words of the rule as applied 
in any particular case, the rule is unlikely 
greatly to change the ways in which men 
are accustomed to act. An analogy is in- 
structive. If we wish to lift a heavy object 
with a lever and fulcrum, we must be sure 
that the fulcrum is more firmly fixed than 
the object to be moved. Whatever might 
have been the case, had we first succeeded 
in the intricate and difficult task of prescrib- 
ing in detail cost-accounting methods for 
the businesses affected by the Robinson- 
Patman Act, and then sought to use such 
records as a basis for regulating business 
price policies; certainly it should have been 
clear from the start that with unregulated 
accounts we would have a highly unstable 
fulcrum on which to rest a legal lever. 

It has been urged that because of the in- 
stability of cost measurements and because 
of the multiplicity of effects of price differ- 
entials as applied to markets in which busi- 
ness enterprises are buyers, it is therefore 
difficult to form any sound judgment as to 
whether a given broad class of such price 
differentials is or is not in the public in- 
terest. Good effects and bad effects are 


likely to be inextricably mingled. How- 
ever, when price differentials are so applied 
as to have effects primarily upon purchases 
by ultimate consumers, it is much easier 
to isolate the socially desirable effects from 
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the socially undesirable effects. 

The Stamp Plan of the Department of 
Agriculture may be considered as illustrat- 
ing a situation in which social effects pri- 
marily of a desirable character can be iso- 
lated from undesirable effects. In general, 
for the commodities so far selected the 
Stamp Plan may well be argued to be an 
instance of our Minimum-Standard-of-life 
Case. Thus, it makes available various 
essential foodstuffs at prices low enough 
to be within the reach of needy persons 
who would otherwise largely be compelled 
to do without these foodstuffs. Somewhat 
less clearly it may be argued to illustrate 
the Fuller-use-of-resources Case. It may 
under certain conditions have the effect of 
increasing output beyond the point that 
would otherwise be reached and of induc- 
ing consumers as a whole to pay an added 
dollar amount to cover the added identifi- 
able costs of the added production and dis- 
tribution. However, the added buyers do 
not pay for the added product under the 
Stamp Plan. Moreover, as we have noted 
above, the distinction between the Fuller- 
use-of-resources Case and the Charging- 
what-the-traffic-will-bear Case is a shadowy 
one. Whether we regard the Stamp Plan 
as applied to a particular commodity at a 
particular time as an instance of the Fuller- 
use-of-resources Case or as an instance of 
the Charging-what-the-trafhic-will-bear Case 
depends upon the accidental relationship 
between two quantities. One of these two 
quantities is the average actual realization 
by farmers. The other may be designated as 
the normal price, that is, the price below 
which cut-throat competition may be said 
to prevail and above which there may be 
said to be a monopoly return. If the aver- 

* Strictly speaking the Stamp Plan involves a con- 
ditional sales feature which should exclude it from 
consideration as an enumerated price differential in 
the sense of that term defined above. However, this 


feature is not essential to our present argument. Hence 
the Stamp Plan may reasonably be discussed here. 


age realization is less than what one con- 
siders to be the normal price, one will pre- 
sumably hold that the Stamp Plan illus- 
trates the Case of Fuller Use, and is in 
the public interest. If the average realiza- 
tion is above what one considers to be the 
normal price, one will presumably hold 
contrariwise. 

One special feature distinguishes the 
situation exemplified by the Stamp Plan 
from the situations contemplated by our 
nine cases. In the situation usually contem- 
plated by the Charging-what- ‘the-traflic 
will-bear Case, the seller is a single enter- 
prise exercising monopoly control. Under 
the Stamp Plan we have a large number 
of different sellers receiving varying re- 
turns for the employment of their labor 
and their property. An improved price for 
a farm product, by virtue of its inclusion 
in the Stamp Plan means in general an 
improvement in all of these returns. The 
existence of varying returns complicates the 
problem of deciding whether a given ap- 
plication of the Stamp Plan represents the 
Fuller-Use Case or Charging-what-the 
traffic-will-bear. If the mere presence of ex- 
cess returns be taken to establish that there 
is Charging-what-the-traffic-will-bear, the 
Fuller-use argument will be largely in- 
applicable, for even with a very low price 
there may be some excess returns. 

The proponents of the Stamp Plan have 
called attention to the advantages of a 
device which gives special treatment to the 
lower income classes on the buyer side of 
the market. The question may fairly be 
asked whether there is not equal need for 
differential treatment as between different 
income levels on the seller side of the 
market. Specifically, it is suggested that 
there is need for seeking an analogue to 
the minimum wage device which will be 
applicable to the agricultural field. 

Our consideration of enumerated price 
differentials from the point of view of 
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economic theory has called attention to 
the great variety of social effects of such 
differentials in instances where buyers are 
businesses, and to the consequent difficulties 
of broad statutory rules in this field. Our 
consideration of enumerated price differen- 
tials has also emphasized the prevalence of 
shadowy lines between instances of enum- 
erated differentials which are in the public 
interest and instances which are against 
the public interest. Further, it has revealed 
the lack of objectivity and the lack of sta- 
bility in determinations of cost differences 
as guides to public policy in price differen- 


tials. The clearest broad uses of price dif- 
ferentials as in the public interest are those 
affecting ultimate consumers. The Stamp 
Plan as a form of differential treatment for 
different income levels of consumers ap- 
pears as an instance of the Minimum-stand- 
ard-of-life Case, of an enumerated differen- 
tial which is in the public interest. Consider- 
ation of the Stamp Plan suggests the need 
for exploring the possibility of differential 
treatment for different income levels 
among producing farmers as well as for 
differential treatment for different income 
levels among consumers. 


Discussion: FRITZ MACHLUP 
University of Buffalo 


I was glad to hear Mr. Hoffman in his dis- 
cussion of the Food Stamp Plan use the term 
“price discrimination” after all other speakers 
had avoided it. I had already suspected that 
price discrimination was outlawed by the pro- 
gram committee, perhaps because of the possi- 
ble invidious meaning of the expression. I was 
doubly glad that Mr. Hoffman spoke of dis- 
crimination precisely in this case of food dis- 
tribution to the poor, a case for which an in- 
vidious interpretation is hardly to be expected. 

I believe that “price discrimination” is much 
more descriptive of the problems before us 
than the term “differential pricing” used by 
the other speakers. Differential pricing is more 
ambiguous terminology. Evidence for this are 
the papers which have just been read. Some 
speakers spoke of differential pricing only in 
those cases where cost differentials could not 
be cited as justification for the price differen- 
tials; other speakers spoke of differential pric- 
ing as including all price differentials, those 
which were based on cost differentials as well 
as those which were not based on cost differ- 
entials. Incidentally, a rather widely discussed 
case of price discrimination, the case where 
price differentials are absent in spite of existing 
cost differentials, might have a rather uncer- 
tain standing if the time-honored expression 


price discrimination were supplanted by “dif- 
ferential” pricing. 

I cannot help registering my disappoint- 
ment that Mr. Copeland’s highly suggestive 
paper on the “Social Appraisal of Differential 
Pricing” failed to give us any hints concerning 
the proper criteria for such social appraisal. 
Mr. Copeland, at one place, told us what is 
“widely held” to be “socially desirable.” But 
he omitted to tell us whether or not he shared 
those views. And even a frank statement of 
what Mr. Copeland himself finds to be so- 
cially desirable and what he finds socially un- 
desirable would not fill the bill if the criteria 
for his judgment remain unexplained. Is it 
some views about ideal output or about a cer- 
tain allocation of resources or equalization of 
incomes or fuller employment or what not, 
which form the substance behind a verdict of 
social desirability? We are not told and are 
not even reminded of the ingenious attempts 
which other welfare economists, Professor 
Pigou for example, have undertaken concern- 
ing the social appraisal of price discrimination. 

Mr. Corwin Edwards’ paper on “Types of 
Differential Pricing” was a remarkable piece 
of economic taxonomy. The literature on price 
discrimination is most widely scattered over 
the different special fields of economics. The 
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teacher who wishes to assign readings on dis- 
crimination to his students has to resort to an 
array of most diverse subjects: the discussions 
of anti-trust legislation in business organiza- 
tion courses; rate making problems in trans- 
portation and in public utilities; problems of 
unfair competition in marketing; dumping in 
international trade; basing-point and delivered 
price problems in government control of busi- 
ness; problems of output determination in eco- 
nomic theory. Now, at last, we know how to 
start off the discussion of price discrimination : 
with Mr. Edwards’ paper. 

At one point Mr. Edwards mentions as a 
necessary condition of price discrimination that 
“‘most of those who are asked to pay the high 
price are unable to buy in the low-price market 
instead” (the italics are mine). This alleged 
inability to avoid the high price is not in line 
with one of the types of discrimination which 
Mr. Edwards himself discusses. I refer to the 
case where “physical characteristics of the 
commodity provide a convenient way of dis- 
tinguishing between buyers who will pay more 
and buyers who will pay less” (more highly 
decorated, lavishly finished products versus 
simpler and plainer models). In this case buy- 
ers are certainly “‘able” to choose between the 
high-price and the low-price markets. The 
“leakage” from the high-price to the low-price 
market is in this case not a matter of the 
greater or lesser watertightness o: the separated 
markets but, instead, it is a direct function of 
the price differential. The problem of select- 
ing exactly that price differential which, with 
the given (i.e., estimated) cross-elasticities of 
demand, will maximize net revenue from both 
markets together constitutes one of the nicest 
stumpers in a quiz in advanced economic 
theory, and, of course, one of the most im- 
portant practical tasks for the price policy of 
business firms. (All firms which sell de luxe 
quality, regulars, and seconds, grade A and 
grade B, etc., must solve this problem for 
themselves. ) 

Mr. Edwards gave us a very useful list of 
purposes which price discrimination is to serve. 
I do not know how complete this list was in- 
tended to be. But I do know that several 


writers on the subject may complain that too 
little emphasis was placed upon this or that 
type of discrimination. Take the “Kill-the- 
Rival” type, which was the center of the dis- 
cussion in many legal controversies on local 
price cutting several decades ago. Or, the 
“Hold-them-in-Line” type—a device for se- 
curing obedience of customers by rewarding 
the good ones who comply and punishing the 
bad ones who don’t—a type which more re- 
cently has been interestingly illustrated by the 
Federal Trade Commission. These are some 
of the types which somebody may feel were 
too casually treated. And if Professor Frank 
Fetter were here, he would probably com- 
plain that the “Play-the-Game” type of 
price discrimination was not mentioned. This 
is a case of price policy where discrimination 
is merely incidental to a policy of tacit agree- 
ment or price leadership but does not in itself 
constitute a charge-what-the-traffic-can-bear 
policy. Some of the basing point systems may 
not be systems of prices which maximize the 
revenues of all parties concerned, but they may 
be preferred by them as the simplest price-war- 
avoiding systems to which to adhere without 
becoming involved with Mr. Edwards in his 
official capacity in the Department of Justice. 

More attention to the classification of the 
purposes of price discrimination might have 
saved many fruitless legal debates. The ques- 
tion of when local price-cutting was merely 
done “in order to meet competition” or “in 
order to create a monopoly” could have been 
greatly aided if the experts had asked them- 
selves: “Does the party concerned believe that 
the low price would maximize its profits even 
if the competitors held out indefinitely and the 
low price were permanently maintained? Or 
does the party pursue a long-run policy based 
on the expectation that its tactics, though un- 
profitable in the short run, would sooner or 
later change its competitive position?” Hypo- 
thetical answers to questions like these would 
have cleared up a good deal of the confusion 
about the legal and economic appraisal of price 
discrimination. Mr. Edwards has done a patent 
service by turning the discussion into very 
promising directions. 





WHAT SHOULD A YOUNG COLLEGE MAN 
KNOW ABOUT MARKETING? 
HUBERT E. BICE 


Syracuse University 


Epitor’s Note: The following two papers were 
presented as part of a panel discussion on “What a 
Young College Man Should Know About Market- 
ing.” R. S. Alexander, Columbia University, presided 
at the meeting. 


HE KNOWLEDGE of marketing which a 

young college man should acquire 
should meet three tests: (1) It should be 
thorough, (2) It should be well-organized, 
(3) It should be usable. 

(1) The young college man should ac- 
quire a vast fund of information in market- 
ing. One is tempted to suggest that he 
should attain to a most comprehensive 
versatility in this regard, and that no pre- 
conceived patterns for organizing what he 
is to learn should stand in the way of his 
accumulating that fund of information. 
Why should he not know what reciprocity 
selling is, or comparison selling, skip-stop 
routing, minimum quota, sliding commi- 
sion, the Charters Plan, a cutaway, a spot 
display, the Market Data Handbook, a 
multiple-item order, a back order, a market 
floor, a price ceiling? Why should he not 
know what a c.i.f. sale is, or a buying co-op, 
focal point in a display, the Tydings-Mil- 
ler Law, E.O.M. terms, a balanced turn- 
over, the percentage of bad debt losses 
in department stores and the meaning of 
S P A Bas well as N R D G A? The 
terminology of the market place is no 
respecter of alphabetical order. It consists 
of a jargon employed by those whose com- 
plicated activities permit no nice deference 
to logical sequence or fastidiously worked 
out arrangement. 

(2) The young man’s knowledge of 
marketing should, of course, be more than 
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a mere fund of information. It should have 
more than the specific quality that attaches 
to knowing what isolated things are, what 
things mean, and how things work. His 
knowledge should be conveniently organ- 
ized as to scope and content, as to basic 
concept or principle, and as to the time 
element—time element in the sense of 
having due regard for history, stages of 
development, current trends. Most of us 
insist that a core requirement of our young 
man’s knowledge of marketing centers 
around the matter of how well it is organ- 
ized. We regard sound organization as a 
sort of sine qua non of the student’s prog- 
ress toward clear thinking and toward the 
ready facility with which he is to add to his 
present accumulation of facts and ideas. In 
our textbooks on marketing we find evi- 
dence of rather ample organization of 
what a young college man should know 
about marketing. We may set up ten of 
these essential requirements as follows: 

(1) The young college man should 
know the place of marketing in our eco- 
nomic system. He should come to realize 
its dependence upon an elaboration of the 
principle of division of labor; its tie-up 
with economic theory by being a part of the 
sorts of production which create time, place, 
and possession utilities. He must see 
marketing also as being of vital importance 
in the economic function of distribution, 
in which total income produced by industry 
is divided up among the several groups 
of individuals who furnish the means em- 
ployed in its production. 

(2) He should know markets: markets 
made up of ultimate consumers; their 
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number; their standards of living; their 
income; the significance of their classifica- 
tion as to where they live, their age, race, 
nationality, sex, literacy, and occupations; 
also the more subjective qualities of con- 
sumer groups; their buying motives, atti- 
tudes, likes and dislikes. He should also 
know something about the characteristics 
of industrial markets and the re-sale 
markets constituted by numerous groups 
of middlemen. 

(3) He should know products and ser- 
vices which move into these markets: the 
classes of products according to their 
sources, their destination, their purposes; 
and how the nature of the product condi- 
tions the method of its marketing. 

(4) Our young college man should 
know marketing functions. For the func- 
tional approach still seems to be the most 
defensible of all approaches to the study of 
marketing. It is job-analysis in headline 
form. It constitutes the soundest basis for 
organization of almost any sort. It provides 
an indispensable point of departure for the 
student’s later specialization in this or that 
branch of distribution. Accordingly he 
should know much about the why and the 
how of the performance of the function of 
product adaptation (sometimes called the 
merchandising function) wherein knowl- 
edge of market demand is brought to bear 
upon production in such a way as to affect 
the creation of new products, the modifica- 
tion of old products, diversification, simpli- 
fication, standardization, packaging, and 
similar activities involving the coordination 
of production and marketing. 

Similarly he should know the functions 
of buying, assembling, selling, transporta- 
tion, storage, standardizing and grading, 
risk bearing, financing, and collecting 
market information. Moreover, he should 
be made to realize clearly how most of 
these functions are performed at the dif- 
ferent levels of the marketing process: how 


the producer, the wholesaler, the retailer 
along with various auxiliary organizations 
carry out a long series of operations in mov- 
ing goods from producer to consumer; the 
projection of selling effort from the first 
seller through to the last buyer; the “carry- 
through” of the storage function from 
manufacturer’s warehouse to kitchen shelf. 
In short, herein is the foundation of an 
understanding of how the marketing units 
of an industry achieve effective coordina- 
tion of their efforts. These operations may, 
of course, be rather effectively charted, so 
as to show somewhat in line-and-staff man- 
ner ;—horizontally, the division of respons- 
ibility; vertically, the flow of goods 
through the various units that make up a 
channel of distribution. 

If the student of marketing is adequately 
grounded in this fundamental functional 
approach he will come to see the folly of 
being a marketing isolationist. He will be 
less likely to let his enthusiasm for becom- 
ing an expert in advertising obscure for 
him the fact that advertising is after all a 
mere tool for carrying out the pivotal func- 
tion of demand creation. Again, he will be 
more friendly to the suggestion that he 
should know retailing, regardless of the 
fact that he does not propose to go into 
retailing directly. In brief, he will see the 
woods in spite of the trees. He will realize 
that in marketing as in other areas of 
activity nothing is very important except 
in so far as it is related to something else. 

(5) Again, following out the institu- 
tional approach, our young man should 
know the various trade channels; why and 
how they are used; functional middlemen 
as well as merchant middlemen; the types, 
functions, and management problems of 
wholesalers and retailers and the many 
semi-integrated types of middlemen. 

(6) He should know that, for the most 
part, marketing involves competition. He 
should know something about the deter- 
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mination of price under conditions of pure 
competition, imperfect competition, and 
monopoly. He should know how price 
competition actually operates: what factors 
bear upon policy and practice in the deter- 
mination of an initial price, the use of a 
one-price policy; quantity discounts; trade 
discounts; promotional and brokerage al- 
lowances; guarantees against price decline 
and price increase; the basing point sys- 
tem; and resale price maintenance. He 
should also know how some businesses 
attempt to escape price competition; how 
various forms of sales promotion are used 
for that purpose; the effects of sales pro- 
motion on the consumer as well as on the 
advertiser; how quality competition oper- 
ates; likewise, service, style and other 
forms of non-price competition. 

(7) He should know marketing from 
the point of view of policies in general, for 
policies “tag along” with products. They, 
too, have to be sold. Policy implies in some 
degree an opportunity for various sorts of 
marketing strategy; a freedom of choice, 
among various alternatives, of this or that 
definite course of action. Our young man 
should know what considerations enter into 
the choice and furtherance of policies relat- 
ing to the product: full line or limited line, 
branded or unbranded; frequent change of 
design or less frequent; simple line or 
diversified; the host of price policies men- 
tioned above; policies concerning channels 
of distribution: direct selling or indirect 
selling; policy as to exclusive agency; also 
policy as to the amount and method of 
advertising; service policies having to do 
with such matters as credit, delivery, ad- 
justments, returned goods, and guarantees; 
policy as to centralization or decentraliza- 
tion of sales organization; policy with re- 
spect to the consumer movement and co- 
operation with governmental agencies in 
the work of elevating the plane of competi- 
tion. 


(8) Our young man should know that 
all this complex process of marketing calls 
for research and planning; the making of 
long-run programs of action; the exercise 
of judgment based not only upon experi- 
ence, but upon thorough analysis of perti- 
nent facts. He should know how these 
facts are best assembled from external as 
well as internal sources; from govern- 
mental agencies, from trade associations 
and other sources. He should know some- 
thing about market surveys: why they are 
made, how they are made, and how the 
results are applied in the marketing pro- 
gram. He should know how the basic steps 
in budget-making are taken; how the bud- 
get is used as a control instrument; how 
distribution costs are analyzed and allo- 
cated; how such cost data may be used as 
guides for operating policies in so far as 
they reflect relative profitability of vari- 
ous products, various territories, various 
customers, various sizes of orders. He 
should know respect for the goal idea in 
all its forms, whether it be in the form of 
a sales quota, a planned mark-down, or a 
selling cost percentage. He should be 
made to realize by precept and example 
that there is a most significant impact be- 
tween a marketing program and a profit 
and loss statement, and that the profitable 
sales are the ones which count most. 

(9) It is also of increasing importance 
that our young man should know how 
marketing operations are affected by gov- 
ernmental activities; how the Federal 
Trade Commission controls business to 
some extent through the process of investi- 
gation and report; how it regulates numer- 
ous unfair competitive practices; how state 
and municipal governments effect a mea- 
sure of control over selling by means of 
licensing certain types of vendors and ware- 
houses; how regulations concerning quality 
and quantity operate; likewise the control 
of the prices of numerous farm products; 
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the Fair Trade Acts, the market floor acts, 
and the Robinson-Patman Act with their 
restrictions on pricing; the provisions of 
the Sherman and Clayton Acts for prevent- 
ing monopoly and controlling restraint of 
trade; the Wheeler-Lea Act prohibiting 
the false advertising of foods, drugs, and 
cosmetics; the Packers’ and Stockyards 
Act; the Grain Futures Act; the Cotton 
Futures Act; and the Food, Drug, and 
Cosmetic Act. Also to be brought within 
the purview of this student of marketing 
are the ramifying effects of priorities, pro- 
duction control, price control, and other 
implements of our national defense policy. 
Also not to be omitted by any means are 
the forms of government aid available to 
manufacturers and middlemen; the impos- 
ing mass of statistical information made 
available by the Bureau of the Census, par- 
ticularly the Census of Business; the in- 
formation supplied by the Bureau of For- 
eign and Domestic Commerce, the Bureau 
of Standards, the Federal Trade Commis- 
sion, the Bureau of Agricultural Econom- 
ics, and other state and federal govern- 
mental agencies which engage in promotive 
as well as restrictive activities. 

(10) Finally, the young man should 
know what criticisms are launched against 
our marketing system. He should be able 
to make a beginning at least in evaluating 
the allegations that distribution costs are 
too high; that there are too many middle- 
men; that retailers are woefully inefficient 
both as buyers and sellers; that our whole 
marketing system is wasteful, unethical, 
unfair to the consumer, who must pay the 
cost of purely competitive sales effort and 
unwanted services. He should know con- 
sumer problems: the alleged weaknesses 
of the ignorant consumer as a buyer; the 
so-called consumer movement and the re- 
action of business to the pressures engend- 
ered by this movement. Amid all such cur- 
rent controversial questions he will strive 


to remain open-minded; yet he will know 
some of the answers; he will strive to 
arrive at convictions, which, even though 
tentative, will strengthen somewhat a most 
necessary business habit—that of being de- 
cisive. 

Obviously, if any modicum of respect is 
to be had for thoroughness, the course 
which does all this will need to run for 
more than one semester. If more than one 
semester is allowed, the dove-tailed use of 
an expository textbook and a case book 
seems clearly indicated. If only one 
semester is available, the case material 
should not be ruled out altogether—for 
reasons well known by this group. 

At any rate, it seems that any set of re- 
quirements set up for professional status 
should include as step ome the mastery of 
the fundamentals of marketing which are 
presented in our textbooks of marketing. 
For they are the recorded experience of 
business. A thorough-going written exami- 
nation in the principles of marketing 
should be one of the tests which a young 
man should meet if he is to qualify for 
professional status. Such an examination 
would suggest degree of versatility in the 
candidate. It would also spot the candidate 
who is a brilliant forward passer, but who 
knows too little about the rest of the game. 

Interwoven with the work of covering 
the material just outlined there should be 
a most definite attempt to organize much 
of the study of marketing around basic 
concepts, underlying ideas, or principles. 
This will equip our young man with some 
valuable major premises. He should know 
these principles because of their “carry- 
over” value in other phases of his later 
study and practice. For example, his 
thorough grasp of the evolutionary princi- 
ple that new marketing institutions and 
new methods evolve continually in re- 
sponse to changing conditions will provide 
him with the solid ground work that is 
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essential in his appraisal of legislation de- 
signed to “freeze” a certain distributive 
set-up and to forbid change and its con- 
sequent benefits. Among other basic con- 
cepts, principles, and red threads of em- 
phasis there is the job- analysis principle 
with its sound basis for all sorts of func- 
tional organization, whether it be in the 
home-office organization or in the handker- 
chief department. Again, there is the prin- 
ciple of specialization; the principle of co- 
ordination according to which the work of 
specialized departments is_ effectively 
timed and converted into that harmonious 
teamwork, which is so necessary for the 
more effective functioning of the special- 
ized tools and agencies of marketing. 
There is the research principle which 
supports the use of the technique of 
market analysis as against trial and error. 
There is the principle which supports the 
establishment of standards and measures 
of operation; the principle of checks and 
balances as evidenced in the audit and 
the inventory; the service principle with 
its emphasis on permanent customers; 
the cost accounting principle with its ob- 
jective of determining the absolute and 
the relative profitability of departments, 
units of sale, territories, lines of goods; 
the concept of stock turnover; the prin- 
ciples of stock control and model stock 
which are refinements of the still more 
fundamental principle of sensitively adjust- 
ing supply to demand. With these and 
similar concepts the young college man 
should make full acquaintance. His sound 
grasp of them should move him one step 
more toward eligibility for professional 
status in marketing. 

A further pattern of treatment which 
should be embraced in the scheme of 
marketing study is built around the time 
element, that is, the past-present-future 
point of view. Our young man should 
acquire a respect for historical background. 
He should comprehend the wide sweep of 


events which have brought into being our 
existing marketing structure. He should 
know history, present status, trends, and 
outlook in such fundamental matters as 
relate to trade channels, sales organization, 
sales promotion, price policy, price main- 
tenance, government regulation and num- 
erous other aspects of marketing. In this 
more advanced stage of progress in market- 
ing he will know how to be alert to, but 
not alarmed by, trends. For example, he 
will survey with cool eye the department 
store’s present threat of curtailing services; 

of adjusting wages to changes in the cost 
of living; of using the last-in-first-out 
method of inventory ‘control ; and of affect- 
ing other drastic changes which are inspired 
by maladjustments growing out of a war- 
time economy. He will glean all he can 
from his work, his reading and his business 
contacts in order to fit himself for making 
sounder appraisals of the swift pageant of 
events that passes before him. He will 
know trends. Attainment to this ability 
should mark still another step toward ful- 
filling the requirements for full profes- 
sional status. Advanced courses in the field 
of marketing are variously designated by 
such titles as advertising, salesmanship, 
sales management, wholesaling, retailing, 
market analysis, and so forth. They repre- 
sent, however, only some projections of 
sharper salients out from the broad front 
of marketing which is made up of the 
functional sectors outlined in the preced- 
ing pages. These more specialized courses 
are likely to carry more concreteness, more 
specific quality. In the minds of some they 
“set down to cases” and deal with more 
usable information than does the more 
general course. 

This brings us again to the third and 
final qualification of the knowledge of 
marketing which a young college man 
should obtain. We have already | insisted 
that his knowledge should be thorough and 
that it should be soundly organized around 











er -e — ——~ Fe ae ne ih €ub 


fn A FF fF WD 


rT HD ODA a 


=, 








THE FOURNAL OF MARKETING 


191 





patterns which involve functions, basic con- 
cepts and stages of developments,—includ- 
ing trends. In addition to those requisites, 
his knowledge ultimately should be usable, 
adaptable, and if possible, subjected to the 
rigors of practice. 

If the American Marketing Association 
is to make a clear-cut recognition of pro- 
fessional status it can not fail to put much 
stress on practical experience and accom- 
plishment in some phase of marketing. Ac- 
tion in this direction will be analogous to 
that of the professional accountants who 
must qualify in the practical as well as 
the theoretical aspects of accounting. 

We might merely conclude that the 
young man in marketing can get his experi- 
ence later. But, on the other hand, why not 
give him a start in the direction of qualify- 
ing on the score of experience and practice 
during his college course? For remember 
that, as one of our students, he offers two 
problems. The most obvious general prob- 
lem, of course, is that of fitting him for a 
place in business. The other four-year 
problem is that of maintaining his live in- 
terest as a student. 

The interest which the student takes in 
a college course in marketing, as in most 
courses, exhibits a wide variation. However 
three distinct interest stages are quite 
readily observed: 

(1) Casual interest: In this stage the 
student at first manifests a mild sort of 
curiosity in the subject matter of the course, 
but soon lapses into an attitude of indiffer- 
ence and a tendency to “tolerate” the 
course rather than to “take” it. His interest 
is, at best, only casual or incidental. 

(2) Forced interest: In this stage the 
student is more than just tolerant. He is 
determined. He realizes the necessity of 
acquiring enough information to pass the 
course. And while he may not recognize 
any clear-cut relationship between the con- 
tent and method of the course and his 
future work, he nevertheless accepts the 


situation philosophically. He is at least 
friendly to the idea that the course may 
contain something which will be useful 
to him in the future. 

(3) Automatic interest: This is the 
ready made, practical interest which the 
student evinces by reason of his past or 
present employment in a field of work 
which is clearly related to the subject of 
the course. Even the student who Jacks 
work experience in the field may defi- 
nitely regard the course as having a prac- 
tical bearing upon his future work. He is, 
in other words, projecting his interest into 
the future. Mentally, at least, he is mak- 
ing some progress toward bridging the gap 
between school and job. But for many and 
rather obvious reasons most students can 
not make much progress in bridging that 
gap. 

What is the remedy for this difficulty 
which is compounded of lack of live in- 
terest, lack of practical experience, lack of 
decisiveness on the part of the student who 
is nevertheless moving fast toward the 
point where a more or less absolute deci- 
sion is mandatory? The following sugges- 
tions seem sufficiently appropriate to be 
included in the gap-bridging program. 
They are included at this point because the 
answer to the question of what a young 
college man should know about marketing 
depends to some extent on ow he should 
get to know it. The second question of how 
is rather clearly implied by the first ques- 
tion of what. 

In the first place, if our young man’s 
knowledge of marketing is to be usable, 
the method of its acquirement should give 
him exercise in arriving at definite convic- 
tions and in getting the answers to prob- 
lems. This is the acid test of one’s knowl- 
edge of a business subject in a realistic 
world. A partial remedy is found in the 
problem or case method of study. For this 
method calls for reasoning; for concen- 
trating on key issues. It affords practice in 
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decisiveness. It is the best available substi- 
tute for laboratory work in_ business 
courses,—in the absence of that much de- 
sired first-hand, practical experience. It 
helps to bridge the gap. 

Secondly, there are numerous ways in 
which the student may mix some part-time 
employment with his school work. Pos- 
sibly best of all, he might be provided with 
an opportunity for part-time employment 
under a cooperative work-study plan super- 
vised by a member of the teaching staff. 
This has been shown to be quite feasible 
in the case of students of merchandising 
who work in local stores. 

Lacking such a preferable opportunity, 
our young man might be aided in making 
the most of his summer employment; he 
might do part of the work of making 
market surveys; or work afternoons for 
the local credit bureau; or sell advertis- 
ing for a campus publication; or work in a 
store on Saturdays; or even do some house- 
to-house selling. 

To read a play is good; to see a play is 
better; but to act in a play, however awk- 
wardly, is to acquire a richer, more vital- 
ized understanding of the subtle as well as 
the obvious purpose and technique of the 
performance. 

By way of illustration, a full knowledge 
and appreciation of the problems of the 
typical chains of farmers’ cooperative stores 
is likely to come into full flower when a 
young man’s review of the experience of 
such cooperatives, in print, is tied in with 
his actual contact with the operation of 
such stores. It is then and then only that 
he will come to appreciate the fact that 
ideas and principles need to be sensitively 
adapted to particular conditions. In such 
a cooperative organization he will observe 
the nice distinction between an ordinary 
customer and a patron, or part owner of 
the store. He will comprehend something 
of the difficulties confronting the store 


manager who is, at one and the same 
time, buyer, head salesman, copy writer, 
bookkeeper, cashier, stockman, correspon- 
dent, good will advertiser ;—all these in a 
determined effort to be the “balanced 
operator” his company expects him to be. 
Our student will observe the performance 
of the functions of retailing within the 
limited circumstances of cramped space and 
layout; penny-pinching advertising in local 
media that are often unsuited to their 
purposes; an organization that detests the 
term “salesmanship” yet at the same time 
insists on the addition of new lines of 
merchandise which require real personal 
salesmanship to move them. He will feel 
the pressure of an organization higher up, 
which is implemented by strict even though 
courteous supervision ;—all for the purpose 
of attaining goals which are designated in 
decimal percentages carried out three 
places. 

Yet is is out among the great variety 
of such particularized settings that skills 
are developed; knowledge is made usable 
by use; and print is tested by practice. 
It is out in these realistic settings that 
his fund of information becomes truly 
large; the organization of what he knows 
becomes invested with the spark of vi- 
tality; and experience makes what he 
knows increasingly adaptable, and thus be- 
comes the keystone to his arch of learning. 

When our young man has acquired a 
vast fund of soundly organized informa- 
tion about marketing; when he comes to 
have a firm grasp of basic marketing prin- 
ciples; when he arrives at the point where 
he comprehends alertly the flow of events 
in marketing, from early stage to the 
specific trends of the moment; when prac- 
tical experience has given his learning an 
unmistakable tinge of reality ;—-when these 
four goals are attained,—well, as far as 
professional status is concerned, our young 
man will be elected by acclamation. 











i nn oe nn. ee | 


on ihn op Mh. Tl oo ll Se oo 


oe 


OQ. p 





. a — 


Vq @ WT = 





ONE BUSINESS MAN’S VIEWPOINT ON 
TEACHING OF MARKETING 
FRANK R. COUTANT 


Fact Finders Associates, Inc. 


EACHERS HAVE told me more than once 
"ton business men should not tell them 
what to teach in marketing courses without 
knowing what they are now teaching. That 
was good advice; even though it is admit- 
ted that there was little standardization of 
the courses given by different universities. 

Under present conditions, we haven’t 
much standardization of business practices, 
because we are in the midst of war and new 
government regulations. What we can be 
sure of is that many businesses will have to 
readjust their marketing methods to new 
conditions, during and after war. What is 
taught in marketing will also be revised. 

Certain fundamentals will remain with 
us and those that show no change will con- 
tinue to be taught. Even where there are 
changes, the history of the changes and the 
reasons therefor should be taught as has 
been done in George B. Hotchkiss’ Mile- 
stones of Marketing. Such teaching em- 
phasizes that little in marketing is fixed; 
that we have traveled a long way between 
the peddler’s pack and the self-service idea 
as carried out today in automats, five and 
dime stores and food markets. 

Our grandfathers might have scoffed at 
a prediction that instead of the peddler 
coming to the customer, the customer 
would be taught to go to the store, pick 
up her own merchandise and tote it around 
the store, then carry it home. Who will 
say that she may not yet be taught to 
wrap up her packages and make her own 
change? Who can predict what forms 
marketing might take in the next 10 years? 

Marketing is a fundamental of living, 
in war or peace, regardless of what medium 


of exchange is used. It is the supplying of 
human needs and wants. Money is not a 
necessary ingredient; marketing goes on 
even when payment is made in some form 
of bartering. Marketing has little to do 
with the ups of downs of the banking 
business. 

Marketing begins even before manufac- 
turing is started. Many firms have learned 
that it is easier to manufacture what the 
customer likes to buy than to try to sell 
what the manufacturer likes to make. 

Therefore, the teaching of marketing 
should include plenty of instruction and 
field work on how to test the salability of 
merchandise or services. Old offerings as 
well as new ones need frequent tests of 
their competitive salability. 

No one can tell by sales figures alone 
whether an offer of goods or services is 
satisfactory to the public. Marketing must 
know whether the market is growing faster 
than sales; whether competitors are step- 
ping ahead with better offerings. 

War always teaches us the necessity of 
flexibility in supplying public needs. It is 
unsafe and unwise to depend upon any 
material or ingredient, domestic or im- 
ported, being available in inexhaustable 
amounts. 

Ingenuity in creating products from new 
materials; or improving the usefulness of 
familiar materials i is just as much the re- 
sponsibility of the marketing man as it is 
of the production man. 

Therefore, marketing courses should 
teach that the marketing man’s ability is 
measured less by what he knows than it is 
by his resourcefulness in meeting new con- 
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ditions that he never heard of before, im- 
posed by supply and demand as well as by 
changes in consumer tastes. He must learn 
willingness to use research unsparingly in 
all its aspects; research in product develop- 
ment as well as in market examination. 

He cannot hope, in the university, to 
learn how to do creative research, but he 
can be taught that good research is always 
creative; never just a routine method that 
he can learn to follow. 

He can be given a vision of the great 
field of studying human motivation, or 
consumer attitudes. Why people will buy 
this and not buy that; which approaches 
appeal and which offend. Little work has 
been done so far in this direction; more 
will be done by the next generation of 
marketing man. 

Students can also be taught a wholesome 
attitude toward advertising. Too much has 
been said about the economic waste of 
advertising; too little has been said about 
advertising as the means of teaching people 
better ways of bringing up a family. 

People must depend upon advertising 
to tell them what to buy and how to use 
products more effectively. 

Advertising should be taught in terms 
of its basic purposes and usefulness. 

Lastly, I suggest that teachers should see 
to it that students are given some practical 
experience in selling, to supplement the 
theories of the classroom. I am heartily 
appreciative of the value of teaching the 


principles of marketing. But we must never 
forget that marketing is essentially the 
business of selling at a profit. No man can 
hope to succeed in marketing until he has 
learned by personal experience how hard 
it is to sell merchandise against competi- 
tion at a profitable price; how easy it is 
to kill a sale by saying the wrong thing at 
the right moment, or the right thing at 
the wrong moment. 

Would it be too much to suggest that 
the teaching of marketing should include 
some form of apprenticeship in actual sell- 
ing? Much can be learned by retail clerk- 
ing in stores: more can be learned by sell- 
ing specialty merchandise at substantial 
prices: a student is really competent as a 
salesman when he can sell a service, rather 
than a piece of merchandise. 

Not all good salesmen are good market- 
ing men; but all good marketing men 
must be good salesmen. What I am propos- 
ing is that the teaching of marketing shall 
include something equivalent to the in- 
terneship of a physician; the clerkship of 
a lawyer or accountant; or the apprentice- 
ship of an engineer. For under actual 
working conditions, resourcefulness is ac- 
quired in meeting unfamiliar practical 
problems. A further advantage, from the 
university standpoint, is that graduates 
trained to sell will be helped to meet their 
own major marketing problem; that no- 
body wants to hire them until they have 
first worked for somebody else. 
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